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FOREWORD 


Our present-day economy without consumer credit is inconceiv¬ 
able. Consumer credit is closely associated with both mass production 
and mass distribution and in some cases may have been a causal 
factor. There is no denying that it has greatly facilitated the move¬ 
ment of goods through the channels of trade and into the possession 
of ultimate consumers. 

An integral part of consumer credit, and one that has been 
growing in importance, is that used in the form of cash loans, 
especially the loans that are repayable in instalments. To provide 
the funds for such loans and to furnish the services required in 
connection therewith, several types of institutions have come into 
being and have gained increasing prominance since the 1920’s or 
the 1930’s. Among the more important of these are consumer finance 
companies and credit unions. Some of the older lending institutions, 
like commercial banks, have also accommodated themselves to the 
growing needs by consumers for loans to be repaid in instalments. 

Despite the general acceptance of the instalment loan idea, its 
wide usage, and the growing esteem for the institutions engaged in 
making loans of this type, there is still relatively little detailed 
knowledge concerning the fundamental characteristics of either such 
loans or of those who make use of them. At the same time it is felt 
that a more thorough knowledge of consumer instalment loan 
characteristics and of borrowers of such funds is essential to a better 
understanding of the problems that arise in connection with this 
type of loan and for more effective and more efficient operation of 
the institutions that make such loans. It is with these and other 
major objectives that this study was undertaken. 

Because of time and other limitations, this study was confined 
to the three principal types of lending institutions—consumer finance 
companies, instalment loan departments of commercial banks, and 
credit unions. Most of the original data are based upon an analysis 
of nearly 8 million individual consumer instalment loans. It is 
believed that the author’s findings shed needed light on important 
yet relatively obscure phases of the subject matter treated. Further- 
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more his conclusions, which represent his judgment based on the 
analysis of the data and of the problems surrounding the use and 
granting of consumer instalment loans, should prove of value to all 
those directly concerned with such loans, to the public at large, and 
to various governmental agencies that are called upon to legislate 
on the subject. 

Viva Boothe, Director 

The Bureau of Business Research 
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CHAPTER I 


INTRODUCTION 

Consumer credit is an integral part of American life. Wisely 
used, it serves well. Credit used by consumers for their personal 
needs consists mainly of retail charge account credit, instalment 
sales credit, and loans of cash. Cash credit, in turn, includes single 
payment loans and loans repayable in instalments, the latter having 
become increasingly important in our economy. 

Although the borrowing of money for consumption purposes 
has attained social acceptability, there are still many people who do 
not appreciate the vital importance of the consumer loan function. 
Individuals, like businesses and governments, face emergency con¬ 
ditions that require more money than is available at the moment. 
There are also times, aside from emergency needs, when borrowing 
is an advantage to the consumer. The immediate requirement calling 
for a cash payment may be one of a number of the ordinary 
requisites of life, such as hospital or medical care, food, clothing, 
rent, taxes, furniture, education, and the like. 

Since many , personal loans are obtained under pressure of great 
urgency, the borrower is often willing to pay almost any charge 
for the use of the money borrowed. Because of his relatively weak 
bargaining position, elements of monopolistic competition are strong¬ 
er in the short-term consumption loan market than in other loan 
markets. 

Though large in number, the small-loan 1 borrowers have in the 
past been a rather helpless group. They are still virtually unprotected 
in twelve states 2 where no effective small-loan legislation has been 
enacted. In those states there are relatively few lawful lenders due 

1 Small loans or “personal loans,” as these terms are ordinarily used, refer to cash credit, 
extended or received in amounts generally not exceeding five hundred dollars. 

2 The states of Arkansas, Kansas, Montana, North Dakota, and South Carolina do not 
have any special small-loan legislation; they have only general usury statutes. The state 
of Alabama, Delaware, Georgia, Mississippi, North Carolina, Tennessee, and Texas have 
some type of small-loan statute, but such statutes are, for one reason or another, largely 
ineffective. Of the remaining thirty-six states, thirty-five states have effective small-loan 
legislation. Oklahoma has small-loan legislation which may be classed as partially effective, 

1 
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to the fact that the limitations imposed by existing usury statutes 
specifying the maximum rate of interest which may be charged 
have tended to exclude lawful enterprises from the small-loan field. 
Consequently, small-loan borrowers in such states often must obtain 
loan funds from unscrupulous lenders, thereby paying not only the 
legitimate costs of the loan and a fair profit to the lender, but also 
what is referred to as the “cost of outlawry.” 

The consumer finance business as it exists today is the product 
of legislative attempts by the states to combat the “loan shark” evil. 
The necessity for such legislative action is set, forth in the text of the 
statutes of some of the states which have enacted effective small-loan 
laws. The need for and purpose of such legislation is well illustrated 
by the following statements in the first section of the Small Loan 
Law of the State of Idaho:* 

Section i, Necessity for Law: For the purpose of interpretation of this 
act, the Legislature of the State of Idaho is mindful of the following facts: 

Many people of moderate income and who have no established credit 
will find it necessary to borrow comparatively small sums of money to 
meet emergencies and unexpected demands. The Legislature of Idaho 
recognizes the necessity for an adequate small loan service for such bor¬ 
rowers and it desires to provide the necessary safeguards for the establish¬ 
ment of institutions, from which small sums of money, or credit, may be 
procured in an orderly manner and to the welfare of such borrowers. In 
the interest of and for the protection of such borrowers, it is deemed expe¬ 
dient and proper that such lending institutions shall be placed under strict 
regulations of the State of Idaho, as hereinafter set forth. 

Without proper regulatory legislation, numerous ingenious devices 
and subterfuges may be employed by lenders to effect the collection of 
exorbitant interest and unconscionable charges and fees from borrowers, 
against which such borrowers, because of their lack of resources, are 
unable to protect themselves. 

It is therefore the intent of the Legislature, by the passage of this Act, 
to provide a method by which regulated lending institutions may be estab¬ 
lished on a fair and reasonable basis to the borrowers and lenders alike. 

Because the nature of the entire short-term consumption loan 
market is a subject clouded by confusion and lack of information, 
this analysis undertakes to promote a better understanding of con¬ 
sumer instalment loans and of the characteristics of the borrowers 
involved. Consumer instalment loans made by the three principal 

8 Small Loan Lata of the State of Idaho , Chapter 55, Session Laws of 1943, p. 105. 
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types of lending institutions—personal finance companies, instalment 
loan departments of commercial banks, and credit unions—are the 
scope of the present study. Because there is less understanding by 
the general public of the operation of consumer finance companies 
than of commercial banks and credit unions, relatively more em¬ 
phasis is devoted to an analysis of loans made by the borrowers 
of consumer finance companies. 

Consumer finance companies, often called small-loan companies, 
personal finance companies, or just licensed lenders, are individuals, 
partnerships, and corporations which have been licensed by the 
respective states to engage in the business of making small loans to 
individuals. The laws in those states which have effective small-loan 
legislation rigidly prescribe the powers of the licensees and the 
limi tations under which they operate, and subject them to exam¬ 
ination and regulation. Civil and criminal penalties, as well as 
revocation of licenses are prescribed for violations of the statutes 
or regulations. 

In the commercial banking field, only those banks which have 
a separate personal instalment loan department are included in this 
study. 

The third type of institution for which original data are included 
in this study is the credit union. A credit union is a cooperative 
association in which the members invest their savings and the 
group’s savings are made available to its own members in need of 
loan funds. Generally, credit unions serve persons who constitute a 
clearly defined group and have a strong common interest. For 
example, membership may be limited to employees of the same 
business establishment or to members of a labor union, a government 
unit, a fraternal order, or a particular church. An important limita¬ 
tion of the credit union is that loans may be made only to members. 

Historical Background of Instalment Lending 

Our earliest historical records reveal the continuing plight of the 
necessitous borrower. 4 History demonstrates that the demand for 
small loans exists whether or not a lawful means of satisfying it is 
present. 

4 For an excellent presentation o£ the long history o£ borrowing, see Robert W. Kelso, 
Social Background of the Small Loan Business In the United States (Ann Arbor, Michigan: 
The University of Michigan Press, 1948), Chapter I. 
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Not until the twentieth century, however, were effective principles 
developed for making cash credit available on fair terms to the 
consumer borrower. In 1908, the Russell Sage Foundation, a philan¬ 
thropic research agency working for the improvement of social 
conditions, created the Division of Remedial Loans to study the 
problems involved in making small loans, with particular emphasis 
upon the possibilities of legal regulation. In 1911, Massachusetts 
pioneered with the first comprehensive and workable system of 
small-loan regulation. New Jersey followed in 1914, and New York, 
Ohio, and Pennsylvania, in 1915. The best solution to the problem 
came with the drafting of the Uniform Small-Loan Law Model in 
1916 after eight years of study of the small-loan business by the Divi¬ 
sion of Remedial Loans of the Russell Sage Foundation. The princi¬ 
pal purpose of the law was to provide safe facilities for the small bor¬ 
rower. 

The Uniform Small-Loan Law Model provides for regulation of 
the business of making loans of $300 or less, and specifies a maximum 
rate of interest at which such loans can be made on a business basis 
to persons having no other security than household goods or the 
expectation of regular wages. The basic principles of the 1916 Uni¬ 
form Small-Loan Law Model involved: 

1. Licensing, regulating, and supervising by the state of the business of 
making consumer instalment loans; 

2. Establishing the maximum size of loans; 

3. Establishing the rate of a single all-inclusive charge and prohibiting all 
other fees, service charges, fines, or penalties; and 

4. Protecting the borrower against unfair practices by requiring full dis¬ 
closure to the borrower of all terms, repayment requirements, and 
rights. 

Since 1916, improved drafts of the model Small-Loan Law were 
recommended by the Russell Sage Foundation in 1918, 1919, 1923, 
1932,1935, and 1942. Today, the statutes of thirty-two states follow, 
generally, the pattern of the Uniform Small-Loan Law. Most of the 
small-loan statutes in these thirty-two states resemble the particular 
draft which was recommended by the Foundation at the time of the 
enactment of the respective statutes. 5 

“A brief description of the consumer finance laws of the several states is presented 
in Appendix A. See also Appendix B. 
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From the inception of the Division of Remedial Loans of the 
Russell Sage Foundation, an important part of its study related to 
the contribution that could be made by credit unions. Although 
the Foundation recognized that the scope of the credit union and the 
places where it could operate successfully were limited, credit unions 
received generous and vigorous support from the Division of Reme¬ 
dial Loans from about 1910. Passage of the Massachusetts Credit 
Union Law in 1909 was the opening wedge of formal credit union 
development in the United States. Adoption of the New York Credit 
Union Law in 1913, drafted by the Russell Sage Foundation, was 
the second enactment of credit union enabling legislation. Such 
legislation has now been extended to forty-four states, and since 
1934 a credit union could also be chartered under federal law in any 
state or territory of the United States. 8 

In the very eventful period of the early 1900’s, the industrial bank 
also came into existence. This is a financial institution which invests 
its funds chiefly in personal loans and which obtains, or is authorized 
to obtain, its funds from individual savers, either through the accept¬ 
ance of deposits or the sale of investment certificates. 7 The first 
industrial bank was organized in Norfolk, Virginia in 1910 by Arthur 
J. Morris, and from that date the movement developed rapidly, with 
man y such institutions operating on the so-called “Morris Plan.” 

The heart of the industrial banking idea was its method of 
meeting the problem of the usury laws. The industrial bank could 
make loans to consumers at an effective rate of interest almost double 
the lawful rate, merely by providing that repayments would be 
credited to a deposit or investment certificate account rather than 
to the loan. 8 The principal amount of the loan remains the same 
but the borrower makes instalment payments into a savings account 
which does not bear interest. The industrial bank has proved to be 
a valuable instrument in the extension of credit on a fair basis to 
the borrower. Depending upon the character of the present state 
law un der which industrial banks operate, they differ widely in the 

6 A summary of credit-union laws showing the unsecured loan limit and the secured 
loan limit by states is presented in Appendix C. 

7 Edwards, Edward E., “Consumer Credit Institutions Other Than Commercial Banks,” 
American Financial Institutions (New York; Prentice-Hall, Inc., 1951), p. 731. 
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nature and extent of their activity. After an extensive study by one 
authority of the changes in industrial banks from 1934 to 1947, the 
conclusion was reached that in a very real sense the industrial bank 
is fast disappearing as a clearly distinguishable type of financial insti¬ 
tution. 9 This authority further states that “The Balance sheets of 
industrial banks are very similar to those of the general run of 
commercial banks.” 10 The Board of Governors of the Federal Re¬ 
serve System apparently reached the same conclusion since in its 
revision of the regularly published Consumer Credit Statistics it 
discontinued the separate classification of industrial banks and in¬ 
cluded the data for such institutions with those for commercial 
banks. 

Commercial banks did not become actively interested in the 
consumer instalment lending field until the late i93o’s. Before this 
time practically all banks did make some loans on a short term 
discount basis to persons who had adequate security in the form of 
real estate, stocks, or bonds, but only a very small percentage of 
consumers could meet these requirements. Although there are no 
reliable statistics available as to the number of banks which were 
making consumer instalment loans prior to 1934, it is probable that 
they numbered less than five hundred. 11 The first large commercial 
bank that established a department to supply instalment credit for 
consumer needs was the National City Bank of New York in 1928. 
The following year the Bank of America in San Francisco, Califor¬ 
nia, with branches serving the entire state of California, entered 
this new field. 12 

The change in the attitude of commercial bankers may be 
attributed to the pressure of special circumstances. B ank earnings 
from commercial loans and investment portfolios declined steadily 
at the same time that banks amassed unprecedented holdings of 
excess reserves. Commercial banks were earnestly seeking new 
horizons. Neverthless, it was not until after 1934 that most banks 
received their first effective introduction to consumer instalment 

'Dauer, Ernst A., “Radical Changes In Industrial Banks,” Harvard Business Review, 
Vol. XXV, No. 4a, p. 624. 

10 Ihd., p. 609. 

31 French, Walter B., “Consumer Instalment Credit in Commercial Banks,” American 
Financial Institutions; (New York; Prentice Hall, Inc, 1951), p. 683. 

M Ibid., p. 682. 
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credit through repair and modernization loans. Through the Federal 
Housing Administration, created by the National Housing Act 
enacted August io, 1934, banks could be insured against losses on 
mortgage loans and advances of credit made by the banks for the 
purpose of financing improvements to homes and other real property. 
Commercial banks learned from their experience with such insured 
loans that consumer instalment financing provided an outlet for 
bank resources and prospects of higher returns than were available 
elsewhere. 

Purpose of Study 

The central purpose of this investigation is to further the under¬ 
standing of the nature and purposes of consumer instalment loans 
and the characteristics of the borrowers. A comparison will be made 
of borrower characteristics and loan characteristics with respect to 
each of the three principal types of lending institutions covered by 
this study for the purpose of determining who their respective 
borrowers are and the service that each institution is performing in 
this process. Examination of the characteristics of loans which had 
been charged to profit and loss and of the persons who had failed 
to repay consumer instalment loans was made in anticipation of 
uncovering factors which deserve more careful attention by lenders 
in the field of consumer instalment financing. 

Scope of This Investigation 

As previously indicated, consumer instalment loans, mainly of 
the personal type, made by the three principal types of lending 
institutions—consumer finance companies, instalment loan depart¬ 
ments of commercial banks, and credit unions—constitute the scope 
of this investigation. In the commercial banking field, the only 
h anks selected for inclusion in this study were those which maintain 
special departments or separate files with respect to personal instal¬ 
ment loans. 18 In this field, analysis was confined to personal instal¬ 
ment loans, 14 as distinguished from the more comprehensive con- 

33 For sources of original data and methods of analysis, see Appendix D. 

M As the terms “personal instalment loans” and “consumer instalment loans” are used 
in general practice, by authors in the consumer-credit field, and in Federal Reserve consumer- 
credit statistics, “consumer instalment loans” is the more inclusive term and includes retail 
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sumer loans, in order that the data presented would be on a more or 
less comparable basis with those obtained from personal finance 
companies and from credit unions. Such procedure was considered 
advisable because more than 75 per cent of the volume of consumer 
instalment loans of personal finance companies, and approximately 
60 per cent of credit union loans consist of personal instalment loans. 
On the other hand, less than 45 per cent of the volume of consumer 
instalm ent loans of commercial banks consists of personal instalment 
loans. 16 

In the analysis by the three principal types of lending institutions, 
the loans are classified according to size, security required, and 
contractual maturity. The major borrower characteristics analyzed 
are occupation, income, age, sex, and marital status of the borrowers, 
and their intended use of loan funds thus obtained. 

Numerically and geographically, this study includes 18 personal 
finance companies operating 2,262 offices located in 38 states, 16 
22 commercial banks located in 10 states, 17 and 7 credit unions located 
in two states. 18 The information covers loan characteristics and 
borrower characteristics from 7,825,660 individual consumer instal¬ 
ment loans for as many factors for which adequate information was 
available in a given set of loans. On a more restricted basis, but in a 


automobile direct loans, other retail direct loans, as well as personal instalment loans. 
Consumer instalment loans are loans made by cash lending agencies to individuals in their 
capacity as consumers in exchange for a promise to pay in two or more instalments sometime 
in the future. Although mortgage loans might be construed as falling within this definition, 
as a matter of practice, they are excluded. Personal instalment loans, one type of consumer 
instalment loan, are cash loans made to individuals for such purposes as medical expenses, 
education expenses, consolidation of debt, vacation expenses, taxes, and general personal 
expenditures. To illustrate the above, loans made to individuals to purchase automobiles or 
household goods or for home repair and modernization purposes could be considered as 
consumer instalment loans but not as personal instalment loans. If the borrower uses the 
proceeds of the loan to pay old debts, to meet emergency expenses, or any other personal 
need, exclusive of direct loans to purchase automobiles or other retail direct loans, the loan 
would be classified as a personal instalment loan The most important single distinction 
between consumer instalment loans and personal instalment loans is that the former term 
includes loans made to individuals to purchase automobiles, whereas the latter term does 
not include automobile loans. 

w See Tables 3 and 5 of Chapter II, 

“Of the forty-eight states, Alabama, Delaware, Georgia, Kansas, Mississippi, Montana, 
North Carolina, South Caiolma, North Dakota, and South Dakota were excluded for the 
reason that few lawful personal finance companies operate m these states. 

“Georgia, Illinois, Massachusetts, Minnesota, Missouri, New Jersey, New York, Ohio, 
Pennsylvania and Virginia. 

“Illinois and Ohio. 




INTRODUCTION 


9 


similar manner, an analysis is also presented of loans which had been 
charged to profit and loss. 19 

10 There is wide variation in policy among firms as to the time when a loan should 
be charged to profit and loss. All such loans analyzed, however, were those which had 
entailed serious collection difficulties and in practically all cases were at least 90 days 
delmquent. In a few instances loans were charged off as losses because of a change m the 
borrower’s status which definitely presaged a long interruption or a complete breakdown 
of the principal payments. 



CHAPTER II 


COMPETITIVE STATUS OF THE PRINCIPAL CONSUMER 
INSTALMENT LENDING INSTITUTIONS 

Before considering the competitive status of the principal lending 
institutions, it is advisable to ascertain the nature of the behavior 
of consumer instalment loans in relation to changes in the national 
economy on the consumer level. This is necessary for two major 
reasons: first, to show the fallacy of the belief that consumer instal¬ 
ment lending is a depression business, and second, to emphasize the 
close harmony of consumer instalment loans with the economic 
framework of the time. 

Consumer Instalment Loans in Relation to 
Personal Income and Expenditures 

Data regarding disposable personal income, personal consump¬ 
tion expenditures, and consumer instalment loans are presented in 
Table i. From these data, as depicted on Chart i, it is seen that 
disposable personal income, personal consumption expenditures, and 
consumer instalment loans declined from 1929 through 1933 with 
consumer instalment loans declining less rapidly. Fewer cash loans 
were made during the depression years, not because of less need 
for consumer instalment loans, but because of decreased disposable 
personal income out of which consumer instalment loans are to be 
repaid. After 1933 disposable personal income, personal consumption 
expenditures, and consumer instalment loans began their upward 
movement, but the increase in consumer instalment loans after this 
date proceeded at a faster pace than the increase in disposable per¬ 
sonal income or in personal consumption expenditures. This relative 
increase, continuing until the end of 1941, was followed by a different 
pattern of behavior during the war years. Disposable personal in¬ 
come and personal consumption expenditures continued their climb 
with disposable personal income increasing at the faster rate, while 
consumer instalment loans declined from 1941 until bottom was 

11 
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reached in 1943. During 1944 and 1945, the three followed the same 
pattern, each increasing at about the same rate. Following 1945, the 

TABLE 1—Disposable Personal Income, Personal Consumption Expenditures, 
Consumer Instalment Loans, and Personal Savings, United States, 1929-1953 


Year 


Disposable Personal Consumption Consumer Personal 

Personal Income 4 Expenditures 1 * Instalment Loans® Savings 4 



Amount 

(Millions) 

Index 

( 1947-49 

100) 

_ Amount 
(Millions) 

Index 
( 1947-49 
100)' 

__ Amount 
(Millions) 

Index 

( 1947-49 

100) 

_ Amount 
(Millions) 

Index 

( 1947-49 = 
100) 


$ 83,120 

45.8 

$ 78,952 

45.3 

$ 1,148 

15 7 

$ 4,168 

57.9 


74,374 

41.0 

70,968 

40.7 

1,130 

15 4 

3,406 

47.3 

1931 

63,840 

35.2 

61,333 

35.2 

1,063 

14.5 

2,507 

34.8 

1932 

48,660 

26.8 

49,306 

28.3 

812 

11.1 

—646 

—90 

1933 

45,744 

25.2 

46,392 

26.6 

669 

9.1 

—648 

—9.0 

1934 

51,980 

28.6 

51,894 

29 8 

897 

12 2 

86 

1.2 

1935 

58,322 

32.1 

56,289 

32.3 

1,344 

18 3 

2,033 

28.2 

1936 

66,222 

36.5 

62,616 

35.9 

1,929 

26.3 

3,606 

50.1 

1937 

71,000 

39.1 

67,259 

38.6 

2,045 

27 9 

3,741 

52 0 

1938 

65,692 

36.2 

64,641 

37.1 

2,170 

29.6 

1,051 

14 6 

1939 

70,444 

38 8 

67,578 

38.8 

2,686 

36 7 

2,866 

39.8 

1940 

76,076 

41.9 

71,881 

41.2 

3,293 

45.0 

4,195 

58.3 

1941 

92,982 

51.2 

81,875 

46.9 

3,631 

49.6 

11,107 

154.3 

1942 

117,516 

64.7 

89,748 

51.5 

2,700 

36 9 

27,768 

385.8 

1943 

133,547 

73.5 

100,541 

57.7 

2,360 

32.2 

33,006 

458.5 

1944 

146,761 

80.8 

109,833 

63.0 

2,548 

34.8 

39,928 

513.0 

1945 

150,355 

82.8 

121,699 

69.8 

2,947 

40.2 

28,656 

398.1 

1946 

159,182 

87.7 

146,617 

84.1 

4,593 

62.7 

12,565 

174.6 

1947 

169,016 

93.1 

164,973 

94.6 

6,401 

87.4 

4,043 

56.2 

1948 

187,601 

103.3 

177,609 

101.8 

7,442 

101.6 

9,992 

138.8 

1949 

188,157 

103.6 

180,598 

103.6 

8,132 

1110 

7,559 

105.0 

1950 

206,130 

113.5 

194,026 

111.3 

9,255 

126.3 

12,104 

168.2 

1951 

226,069 

124.5 

208,342 

119.5 

10,485 

143.1 

17,727 

246.3 

1952 

236,869 

130.4 

218,424 

125.2 

12,440 

169 8 

18,445 

256.3 

1953 

250,099 

137.7 

230,080 

1319 

n. a. 

n. a 

20,019 

278.1 


Sources: 4 Survey o£ Current Business, U. S. Department of Commerce, July, 1954, Table 
3, pp. 6-7. 

b Ibid, Table 2, pp. 4-5. 
c See source Table 3. 
n. a. = Not available. 


increase continued; however, from this date through 1952, the latest 
year for which data are available, it is very important to observe 
the rate of increase. The increase in consumer instalment loans since 
the termination of World War II has proceeded at a much faster 
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pace than the increase in either disposable personal income or 
consumer consumption expenditures. 

The most important principle derived from Chart x is that under 
normal conditions, as disposable personal income and personal con¬ 
sumption expenditures increase, consumer instalment loans also 
increase but at a faster rate. An exception to this basic principle is 
found during the turbulent war years of 1942 and 1943, which is 

CHART 1—Indexes of Consumer Instalment Loans, Disposable Personal 
Income and Personal Consumption Expenditures, United States, 1929-1953 



Source Toble 1 

explained by a number of important factors such as scarcity of 
goods, large amounts of purchasing power in the form of cash, 
possibly some federal regulations, and the transient character of 
much of the population which reduced the number of applications 
for loans accepted by cash lenders. From Chart 1 it is also evident 
that the business of making consumer instalment loans is not “de¬ 
pression born,” but, on the contrary, as the economy expands and 
consumer incomes increase, the volume of consumer instalment 
loans increases at an even faster rate. 
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Consumer Instalment Loans in Relation to Savings 

The above facts are emphasized in Chart 2 by a comparison of 
personal savings and consumer instalment loans. A mistaken as¬ 
sumption many persons make is that as personal savings increase 
the volume of cash loans decreases. This widespread fallacy arises 
from reasoning in terms of a particular family’s financial problems 
rather in aggregate. From Chart 2 it is seen that consumer instal- 


CHART 2—Indexes of Consumer Instalment Loans and Personal Savings, 
United States, 1929-1953 



+ (Dissavings) 
Source Table I 


ment loans definitely follow the same pattern as personal savings. 
This relationship did not exist during World War II or immediately 
following. During the war years personal savings soared due largely 
to the scarcity of durable and semi-durable goods, increased personal 
incomes, and the government savings bond programs. Following 
1944, with the increasing availability of goods, personal savings fell 
for some time as rapidly as they had risen. 

The important thought to be derived from Chart 2 is that not 
only do consumer instalment loans follow the same pattern as 
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personal savings, but actually form a trend line for personal savings 
with the exception of the war years mentioned above. The results 
depicted are not surprising when one considers the close relationship 
that is shown on Chart i between disposable personal income and 
consumer instalment loans. Individuals having disposable income 
may use such income for either of two purposes: they may consume 
it, that is, they may use it for personal consumption expenditures, 
as shown on Chart I; or they may save it, that is, they may postpone 
use for some future time, as shown on Chart 2. Most individuals 


TABLE 2—Distribution of Spending Units in the United States, by Size of 
Liquid Asset Holdings, 1947-1954 


Amount of Liquid 



Per Cent of Spending Units 



Assets Held 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

None 

24 

27 

29 

31 

28 

31 

29 

26 

$1—$199 

14 

15 

16 

16 

16 

17 

16 

15 

$200-$499 

12 

13 

13 

11 

14 

13 

12 

13 

$500-$999 

14 

12 

11 

10 

11 

9 

11 

13 

$1,000-11,999 

14 

12 

11 

10 

12 

10 

12 

11 

$2,000-$4,999 

14 

12 

12 

13 

11 

12 

11 

13 

$5,000-$9,999 

5 

5 

5 

6 

5 

5 

5 

5 

$10,000 and over 

3 

4 

3 

3 

3 

3 

4 

4 

Median holdings of all units 
Median holdings of units 

$470 

$350 

$300 

$250 

$300 

$230 

$300 

$350 

with assets 

$890 

$820 

$790 

$810 

$710 

$720 

$790 

$770 


Source: Federal Reserve Bulletin, August 1949, p. 899; June 1951, p. 636; and July 1954, 
p. 691. 


spend all or most of the disposable income and save nothing or a 
very small part of such income. Some may even spend more than 
their disposable personal income by going into debt which is to be 
paid out of future income. In any event, personal consumption 
expenditures, personal savings, and consumer instalment loans are 
all a function of the same thing, namely, personal disposable income. 

Although the total volume of personal savings has been increas¬ 
ing since 1947, as shown on Chart 2, quite a different picture for a 
sizable number of spending units within the population is observed 
with respect to the holdings of liquid assets. As shown by the data 
in Table 2 for the years 1947-1954, the proportion of spending units 
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with liquid asset holdings of less than $200 was rather large, fluctuat¬ 
ing between a low of 38 P e r cent in 1947 high of 48 per cent in 
1952. The proportion of spending units having no liquid assets 
whatever had grown from 24 per cent in 1947 to 31 per cent in 
1950 and 1952. It should also be observed that in the i95o’s, except 
for 1954, no less than 50 to 61 per cent of the spending units had 
liquid asset holdings of less than $500. It is thus clear that a large 
proportion of the population usually has holdings of liquid assets 
which are inadequate to meet the demand for any sizable outlay of 
rash. It is not difficult, therefore, to appreciate the widespread neces¬ 
sity for, and the tremendous growth in, consumer instalment loans. 

Relative Position of Principal Lenders 
In Terms of Consumer Instalment Loan Volume 

The relative position or growth of each of the principal lending 
institutions in the field of consumer cash credit must now be con¬ 
sidered. Among the various sources for consumer instalment loans 
are consumer instalment loan departments of commercial banks, 
consumer finance companies, credit unions, industrial banks, indus¬ 
trial loan companies, pawnbrokers, semi-philanthropic agencies such 
as remedial loan societies, friends, relatives, and illegal lenders 
known as loan sharks. The problem of determining from which 
type of ins titution or other source borrowers obtain their loans can 
be largely solved by observing the annual volume of loans made 
by the principal lending institutions with which this study is 
particularly concerned. 

Annual data with respect to the volume of consumer instalment 
loans made by each of the principal lending institutions are pre¬ 
sented in Table 3 and depicted on Chart 3. It is apparent from 
these data that the relative positions of the principal lenders in the 
consumer instalment loan market have changed significantly during 
the 1929-1952 period. The most apparent and significant change is 
the relative position occupied by commercial banks. Commercial 
banks were a comparatively insignificant source of consumer instal¬ 
ment loans in 1929, accounting for less than 6 per cent of all such 
loans. Since 1946 commercial banks have accounted for approxi¬ 
mately 40 per cent of all consumer instalment loans, a fact which 
gives commercial banks the number one position formerly held by 
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TABLE 3—Consumer Instalment Loans, by Principal Lending Institutions, 
United States, 1929-1952 


Year 

Commercial 

Banks 


Volume of Loans 

(Millions of Dollars) 



Total Loans 
Outstanding 
End of Year 

Consumer 

Finance 

Companies 

r , Industrial Banks 

and Industrial All Others 4 
Umons Loan Companies 

Total 

1929 

$ 63 b 

$ 463 

$ 42 

$ 413 

$ 167 

$1,148 

$ 643 

1930 

66 b 

485 

41 

380 

158 

1,130 

664 

1931 

57 b 

494 

38 

340 

134 

1,063 

617 

1932 

46 b 

393 

34 

250 

89 

812 

527 

1933 

43 b 

322 

33 

202 

69 

669 

466 

1934 

69 

413 

42 

234 

139 

897 

550 

1935 

130 

455 

67 

288 

404 

1,344 

822 

1936 

248 

610 

105 

354 

612 

1,929 

1,090 

1937 

368 

662 

148 

409 

458 

2,045 

1,209 

1938 

460 

664 

179 

414 

453 

2,170 

1,282 

1939 

680 

827 

237 

455 

487 

2,686 

1,632 

1940 

1,017 

912 

297 

453 

614 

3,293 

1,967 

1941 

1,198 

975 

344 

458 

656 

3,631 

2,143 

1942 

792 

784 

236 

328 

560 

2,700 

1,431 

1943 

639 

800 

201 

279 

441 

2,360 

1,119 

1944 

749 

869 

198 

294 

438 

2,548 

1,170 

1945 

942 

956 

199 

317 

533 

2,947 

1,422 

1946 

1,793 

1,231 

286 

441 

842 

4,593 

2,352 

1947 

2,636 

1,432 

428 

592 

1,313 

6,401 

3,348 

1948 

3,069 

1,534 

577 

693 

1,569 

7,442 

4,072 

1949 

3,282 

1,737 

712 

752 

1,649 

8,132 

4,650 

1950 

3,875 

1,946 

894 

839 

1,701 

9,255 

5,555 

1951 

4,198 

2,437 

947 

945 

1,958 

10,485 

5,964 

1952 

5,220 

2,671 

1,264 

1,115 

2,170 

12,440 

7,108 


Source: Federal Reserve Bulletin, February 1948, p 228; April 1952, p. 448; and March 
1953, p. 276. 

* “All other” loans include those made by miscellaneous lenders as well as the msured 
loans made for repair and modernization purposes. The data in this column are com¬ 
puted, inasmuch as information is published concerning only the amount of “all other” 
loans outstanding For each year, there was computed a ratio of the total consumer loans 
made by commercial banks, personal finance companies, industrial banks and loan com¬ 
panies, and credit unions to the total of such loans outstanding. It was assumed that “all 
other” loans made would bear to the “all other” loans outstanding the same relationship as 
in the case of the four combined classifications. The amount of “all other” loans outstanding 
for each year was, therefore, multiplied by the ratio computed for that year, the product 
being an estimate of “all other” loans made during the year. 

b The volume of consumer instalment loans made by commercial banks is published 
only for the years following 1933; therefore, the amount of such loans made during the 
period 1929-1933 was estimated. For each of the years for which both figures were available, 
a ratio of commercial bank consumer instalment loans made to commercial bank consumer 
instalment loans outstanding was computed. These ratios were averaged, and the amount of 
consumer instalment loans outstanding, with commercial banks for each of the years 1929- 
1933 was multiplied by the average ratio to provide an estimate of the loans of this type 
made by commercial banks during that year. 
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personal finance companies. Credit unions have also come from 
an obscure position to occupy the third place in volume of consumer 
instalment loans. 


CHART 3—Volume of Consumer Instalment Loans, by Principal Types of 
Lending Institutions, United States, 1929-1952 

Million 
Dollai 
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Industrial banks and industrial loan companies have shown an 
opposite trend during this period. Their relative importance is more 
readily observed by the data in Table 4 and on Chart 4 which show 
the percentage of total volume accounted for by each type of lending 
institution. Whereas in 1929 industrial banks and industrial loan 
companies accounted for approximately 36 per cent of consumer 
instalment loan volume, in 1952 their proportion had been reduced 
to less than nine per cent of the total. During this same period, 
consumer finance companies have also declined in relative im¬ 
portance. 

As may be observed from Chart 3, all of the principal lending 
institutions have increased their dollar volume of consumer instal¬ 
ment loans since 1929. For commercial banks the volume in 1952 
yvas approximately 83 times as large as it was in 1929, that of credit 



COMPETITIVE STATUS OF LENDING INSTITUTIONS 


19 


TABLE 4—Percentage Distribution o£ Consumer Instalment Loans, by Type 
of Lending Institution, United States, 1929-1952 


Year 

Commercial 

Banks 

Consumer 

Finance 

Companies 

Credit 

Unions 

Industrial Banks 
and Industrial 
Loan Companies 

All 

Others 

Total 

1929 

% 

5.49 

% 

40.33 

% 

3.66 

% 

35.98 

% 

14.54 

% 

100.00 

1930 

5.84 

42.92 

3.63 

33.63 

13.98 

100.00 

1931 

5.36 

46.48 

3.57 

31.98 

12.61 

100.00 

1932 

5.66 

48 40 

4 19 

30.79 

10.96 

100.00 

1933 

6.43 

48.13 

4.93 

30.20 

10.31 

100.00 

1934 

7.69 

46.04 

4.68 

26.10 

15.49 

100.00 

1935 

9.67 

33.85 

4 99 

21.43 

30.06 

100.00 

1936 

12.86 

31.62 

5.44 

18.35 

31.73 

100.00 

1937 

17.99 

32.37 

7.24 

20.00 

22.40 

100.00 

1938 

21.20 

30.60 

8.25 

19.08 

20.87 

100.00 

1939 

25.32 

30.79 

8.82 

16.95 

18.12 

100.00 

1940 

30.88 

27.69 

9.02 

13.76 

18.65 

100.00 

1941 

32.99 

26.85 

9.47 

12.62 

18.07 

100.00 

1942 

29.33 

29.04 

8.74 

12.15 

20.74 

100.00 

1943 

27.07 

33.90 

8.52 

11.82 

18.69 

100.00 

1944 

29.40 

34.10 

7.77 

11.54 

17.19 

100.00 

1945 

31.96 

32.44 

6.75 

10.76 

18.09 

100.00 

1946 

39.04 

26.80 

6.23 

9.60 

18.33 

100.00 

1947 

41.18 

22.37 

6 69 

9.25 

20.51 

100.00 

1948 

41.24 

20.61 

7.76 

9.31 

21.08 

100.00 

1949 

40.36 

21.36 

8.76 

9.25 

20.27 

100.00 

1950 

41.87 

21.03 

9.66 

9.06 

18.38 

100.00 

1951 

40.04 

23.24 

9.03 

9.01 

18.68 

100.00 

1952 

41.96 

21.47 

10.16 

8.96 

17.45 

100.00 


Source: Computed from data in Table 3. 


unions approximately 30 times as large, that of consumer finance 
companies nearly six times as large, and the consumer instalment 
loan volume of industrial banks and industrial loan companies was 
somewhat more than two and half times as large. 

Relative Position of Principal Lenders in Terms of 
Personal Instalment Loan Volume 

Thus far the analysis has been in terms of consumer instalment 
loans as distinguished from personal instalment loans which are 
one type of consumer instalment loan. 1 The most important dis¬ 
tinction between consumer instalment loans and personal instalment 

1 See footnote 14 , Chapter I, supra. 







CHART 4—Percentage Distribution of Consumer Instalment Loans, by Principal Types of Lending 

Institutions, United States, 1929-1952 
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loans is that the former includes loans made to individuals to pur¬ 
chase automobiles, whereas the latter does not include automobile 
loans. Consumer instalment loans also include a small amount of 
other retail direct loans. When a comparison is to be made of the 
competitive status of the principal lenders, the data that are invari¬ 
ably used are consumer instalment loan statistics. This does not 
make for a meaningful comparison, however, since personal instal¬ 
ment loans actually represent the important area of competition 
between the three principal lenders. As shown in Tables 3 and 5, 
more than 75 per cent of the volume of consumer instalment loans 
of consumer finance companies, and appro xim ately 60 per cent of 
credit union loans consist of personal instalment loans, while less 
than 45 per cent of the volume of consumer instalment loans of 
commercial banks consists of personal instalment loans. It is advis¬ 
able, therefore, to consider the competitive status of the three 
principal lending institutions in the personal instalment lending 
field. 

In terms of personal instalment loans, presented in Table 5 and 
depicted on Chart 5, an entirely different competitive picture is seen 
from that shown on Chart III in terms of consumer instalment 
loans. In terms of consumer instalment loans, commercial h ank s 
are the most important lending institution, having come from an 
obscure standing to occupy their present position. In the field of 
personal instalment loans, however, commercial banks have increased 
their volume, but the relative position occupied by them and by 
consumer finance companies has not changed substantially since 
1939, although commercial banks registered more rapid growth 
during that period. 

Consumer finance companies occupied the first position in 1939 
and this remained true in 1951 although commercial banks were 
leading from 1946 through 1950. Commercial banks and consumer 
finance companies continue to do the bulk of the business; in 1951 
the two were making approximately 64 per cent of all personal 
instalment loans. Industrial banks and industrial loan companies 
were in close third position in the personal instalment loan field in 
1939; by 1950, however, they had lost that position to credit unions. 

As was true in the case of consumer instalment loans, all of the 



22 


CONSUMER INSTALMENT LOANS 


TABLE 5—Personal Instalment Loans, by Type of Lending Institution, 
United States, 1939-1951 


Year 

Volume of Loans 

(Millions oj Dollars ) 

Commercial 

Banks* 

Consumer 

Finance 

Companies 15 

Credit 

Umons b 

Industrial Banks 
and Industrial 
Loan Companies* 

All 

Others® 

Total 

1939 

$ 421 

$ 643 

$138 

$380 

$350 

$1,932 

1940 

578 

709 

172 

378 

421 

2,258 

1941 

645 

758 

200 

382 

438 

2,423 

1942 

501 

610 

137 

274 

398 

1,920 

1943 

426 

622 

117 

233 

321 

1,719 

1944 

483 

676 

115 

252 

317 

1,843 

1945 

580 

743 

115 

268 

377 

2,083 

1946 

1,000 

957 

166 

354 

656 

3,033 

1947 

1,363 

1,114 

248 

414 

810 

3,949 

1948 

1,457 

1,193 

335 

447 

917 

4,349 

1949 

1,481 

1,351 

413 

432 

935 

4,612 

1950 

1,645 

1,513 

519 

439 

927 

5,043 

1951 

1,892 

1,895 

549 

508 

1,112 

5,956 

Per Cent Increase 

1 






1939-1951 

349% 

195% 

298% 

34% 

218% 

208% 


Source: Federal Reserve Bulletin, April, 1952, p. 449 and Table 3. 

a The data in this table concerning volume of personal instalment loans are computed, 
inasmuch as information is published concerning only the amounts outstanding at the end 
of each period. The data separating personal instalment loans from total consumer instalment 
loans are published for commercial banks, and industrial banks and industrial loan companies. 
For each year, a ratio was computed of personal instalment loans outstandmg to consumer 
instalment loans outstanding for these three institutions. The volume of loans made by 
commercial banks, and industrial banks and industrial loan companies was multiplied by the 
ratio computed for that year, the product being an estimate of personal instalment cash 
loans made during the year. In the commercial banking field, after this estimate was 
derived, based on the findings of this study concerning purpose of loans as presented m 
Chapter V, the constant percentage of 6.77 was substracted from the annual volume 
estimates since 6 77 per cent of the personal instalment loans made by commercial banks 
was for busmess purposes. 

b The assumption is made by many authorities in the consumer credit field, that all 
loans made by personal finance companies and credit unions are personal instalment loans 
and thereby do not include retail automobile direct loans or other retail direct loans. In 
an effort to present a true picture of the competitive status of the principle lending institu¬ 
tions, retail automobile direct loans, home furnishings and appliance loans, repair and 
modernization loans, real estate loans as well as business loans were excluded from the 
loans made by personal finance companies and credit unions. Based on the findings of 
this study as presented m Chapter V, the percentage of total loans made by personal finance 
companies and credit unions for the above purposes—auto, appliance, repair, real estate and 
business—was determined. This percentage was substracted from one hundred per cent, 
the resulting ratio being an estimate of personal instalment loans made by personal finance 
companies and credit unions. The volume of consumer instalment loans made by these 
two types of lenders was multiplied by the computed ratio, the product bemg an estimate 
of personal instalment loans made during the year. 

c It was assumed the loans made by “all other” institutions for each year contained 
the same ratio of automobile and other retail direct loans as the average of the four principal 






Competitive status of lending institutions 


23 


CHART 5—Volume o£ Personal Instalment Loans, by Principal Types of 
Lending Institutions, United States, 1939-1951 



Source Table 5 

CHART 6—Per Cent Increase in Personal Instalment Loans, by Principal 
Types of Lending Institutions, United States, 1939-1951 



Source Toble 5 

lending institutions. For each year, a ratio was computed of personal instalment cash 
loans to total consumer loans made by the four principal lenders. The volume of loans 
made by “all other” lenders was multiplied by the ratio computed for that year, the product 
being an estimate of the volume of personal instalment loans made by “all other” lenders. 
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principal lending institutions have increased their dollar volume 
of personal instalment loans since 1939. As shown in Chart 6, the 
personal instalment loan volume of commercial banks is approxi¬ 
mately four and one-half times as large as it was in 1939, that of credit 
unions approximately four times as large, that of personal finance 
companies approximately three times as large, and the personal 
instalment loan volume of industrial banks and industrial loan 
companies is approximately one and one-third as large as in 1939. 

The relative position of the principal lenders in the personal 
instalment loan field for each year beginning with 1939 is indicated 


TABLE 6 —Percentage Distribution of Personal Instalment Loans, by Type of 
Lending Institutions, United States, 1939-1951 


Year 

Commercial 

Banks 

Consumer 

Finance 

Companies 

Credit 

Unions 

Industrial Banks 
and Industrial 
Loan Companies 

All 

Others 

Total 

1939 

% 

21.79 

% 

33.28 

% 

7.14 

% 

19.67 

% 

18 12 

% 

100 00 

1940 

25.60 

31.40 

7 62 

16.74 

18.64 

100.00 

1941 

26.63 

31.28 

8.25 

15.76 

18.08 

100.00 

1942 

26.09 

31.77 

7.13 

14 28 

20.73 

100.00 

1943 

24.78 

36.18 

6.81 

13.56 

18 67 

100.00 

1944 

26.21 

36.68 

6 24 

13.67 

17.20 

100.00 

1945 

27.84 

35.67 

5.52 

12.88 

18.09 

100.00 

1946 

32.97 

31.55 

5.48 

11.67 

18.33 

100.00 

1947 

34.52 

28.21 

6.28 

10.48 

20.51 

100.00 

1948 

33.50 

27.43 

7.70 

10.28 

21.09 

100.00 

1949 

32.11 

29.29 

8.96 

9.37 

20.27 

100.00 

1950 

32.62 

30.00 

10.29 

8.71 

18.38 

100.00 

1951 

31.76 

31.82 

9 22 

8 53 

18.67 

100.00 


Source: Computed from data in Table 5. 


in Table 6 and Chart 7 which show the per cent of business which 
each of the lending institutions received. It is apparent that the 
relative positions have remained approximately constant, with the 
exception of commercial banks and industrial banks and loan 
companies. In 1939, these two types of institutions were each receiv¬ 
ing approximately 20 per cent of the volume of personal instalment 
loans with commercial banks leading slightly; in the next 12-year 
period, however, these two institutions experienced approximately 
a 10 point change in volume of business received. Commercial 
banks experienced a 10 point gain in total volume, whereas indus¬ 
trial banks and industrial loan companies sustained an 11 point loss 
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CHART 7—Percentage Distribution of Personal Instalment Loans, 
by Principal Types of Lending Institutions, United States, 1939-1951 

PerCent (Total Each Year « 100 %) Per Cent 



1939 40 41 42 43 44 45 46 47 48 49 50 1951 


Source: Table 6 

in volume of personal instalment loans. A large proportion of this 
shift in volume may be explained by the fact that many industrial 
banks gave up their industrial banking corporate existence and 
be cam e regular commercial banks. To the extent that industrial 
banks have become commercial banks, the relative growth of com¬ 
mercial banks in the personal instalment loan field has not been at 
the expense of personal finance companies. 

Relative Position of Principal Lenders 
in Terms of Factors Other Than Volume 

In an appraisal of the competitive status of the principal lending 
institutions, it is necessary to consider factors other than loan volume. 
One factor that deserves attention is the total number of loans made 
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by the principal lending institution. If the number of loans made 
by the various types of lenders were known, consumer finance 
companies would rank relatively higher than other institutions, since 
their average loan size is typically much smaller than is the case of 
the other lenders. 2 With respect to service rendered to the com¬ 
munity and to the greatest number of citizens, this fact speaks well 
for the consumer finance companies. These companies have rendered 
service to a far greater number of people than have any of the other 
types of lending institutions; their importance cannot, therefore, be 
measured solely by the dollar volume of either loans or outstandings. 

Another factor having a bearing on the competitive status of the 
principal lenders is the number of individual establishments which 
each of the three principal lenders are operating. Credit unions 
exceed in number of establishments any other type of consumer 
instalment lending institution. As of March 15, 1954, there were 
14,585 credit unions operating in the United States. 3 Second in 
importance in the number of establishments specializing in the cash 
credit needs of the consumer are consumer finance companies. In 
1953, there were 7,862 licensed consumer finance offices operating 
under the regulatory laws and licenses of the several states of the 
United States. 4 In third place in number of establishments are 
commercial banks. Of the 14,555 commercial banks in the United 
States, there are approximately 10,000 to 12,000 commercial banks 
active in some phase of consumer credit; however, there are only 
approximately 3,000 to 4,000 commercial banks in the United States 
which have separate instalment loan departments. 5 

In considering the competitive status of the principal lending 
institutions it should be noted that in certain respects consumer 
finance companies have been severely handicapped in the competitive 
struggle. The maximum size of loan permitted by the small-loan 
laws of most states is still $300. That this does not meet the needs 

3 As shown in Chapter III, the average size of personal instalment loans of commercial 
banks covered by this study was $53417; for credit unions, $474.51; and for consumer 
finance companies, $244.42. 

z The Credit Union Yearbook, 1954, (The Credit Union National Association, Madison, 
Wisconsm), p. 3. 

4 Neifeld, M. R., Trends in Consumer Finance (Mack Publishing Company, 1954) p. 15, 
based on Roster published by the National Consumer Finance Association. 

5 Information obtained from a letter dated June 24, 1952, from the Deputy Manager 
of the Committee on Consumer Credit of the American Bankers Association. 
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of a great many borrowers has been clearly demonstrated in those 
states which permit consumer finance companies to make larger 
loans. Another factor which places such companies at a disadvan¬ 
tage is that there are no free depositor funds at their disposal. This 
factor is partially offset by the higher interest rate which consumer 
finance companies may charge; the interest rates, however, are very 
rigid and have not been raised during the inflationary years to meet 
the increased costs of loan office operation. Another handicap under 
which consumer finance companies operate is that advance repay¬ 
ment of loans must be accepted when offered with no discount or 
unearned interest money to be retained, and with no minimum 
charge to cover the cost of handling the short term loan. 

Summary of Benefits Derived from Competition in 
Instalment Loan Field 

Before concluding this chapter concerning the competitive status 
of the principal lending institutions it must be emphasized that all 
lending institutions and borrowers have realized distinct benefits 
from the competitive situation. The continued steady increase in 
loan volume by all the principal lending institutions furnishes 
proof that lenders have so profited. Borrowers have also benefited, 
since competition among the principal types of lending institutions, 
as well as intra-institutional competition, has forced lenders of every 
kind to render more complete and better instalment loan service. 

The entrance of commercial banks into the consumer instalment 
loan market, and the expansion of the credit union movement have 
brought two distinct advantages to personal finance companies. 
First, these actions have largely overcome the prejudice the public 
has long had against those who lend money to the consumer, thereby 
gaining respect for the consumer instalment lender. The consumer 
instalment loan has come to be recognized as an economic necessity 
or device and as a dignified means of budgeting anticipated income 
to meet current problems. Another gain consumer finance com¬ 
panies have received from the increased competition from com¬ 
mercial banks has been that funds have become more readily 
available to them at lower rates. This has come about not only from 
the sale of consumer finance company securities, but also from the 
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fact that larger amounts of credit, from more sources, at lower 
interest rates have become available to them. The commercial banks, 
despite their early hesitancy to undertake consumer instalment 
lending, have learned from experience in a direct way, and in an 
indirect manner through loans to consumer finance companies, that 
the American wage-earner or the typical personal borrower is a 
good credit risk. 



CHAPTER III 


CONSUMER INSTALMENT LOAN CHARACTERISTICS 

A clear understanding of the nature of the market for consumer 
instalment loans demands a detailed examination of the characteris¬ 
tics of the loans and of the economic, social, vocational, financial, and 
personal characteristics of the borrowers. This chapter is devoted 
to an examination of loan characteristics while the characteristics 
of the recipients of consumer instalment loans is the subject of the 
chapter immediately following. The loan characteristics here ana¬ 
lyzed are size, security, and length of loan contract. 

SIZE OF LOANS 

Within the range permitted by the maximum loan limitations 
imposed by the laws of the various states there is considerable 
variation in the size of the loans granted by consumer instalment 
lenders in various communities, from year to year, to different 
borrowers. The most important factors controlling the size of the 
loan are: general business conditions, legal maximum loan size 
limitations, the borrower’s ability to repay the loan, extent of indus¬ 
trialization, general prevailing wage and cost of living levels in 
different localities, competitive conditions, policy of the individual 
lenders, and the rate of interest permitted by state law. While 
further consideration of this last factor is to be given in a subsequent 
chapter; it should be understood that by keeping a fairly high 
maximum rate for small balances, consumer instalment lenders are 
encouraged to serve the most necessitous borrowers, and that this 
policy is the best deterrent to illegal lending. 

Legal Maximum Limitations 

For many years the Uniform Small Loan Law has limited to a 
maximum of $300 the amount which a consumer finance company 

29 
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may lend to a borrower. Today, the small loan laws of 13 states 1 
provide for larger loans than the $300 maximum established by the 
Uniform Small Loan Law Model of 1916. In all of these 13 states, 
however, the maximum rate of charge 2 on larger loan balances are 
not a small loan type. In 9 of these 13 states, the maximum charge 
permitted on loan balances of more than $300 is the legal contract 
rate established in the respective states. In one state, the maximum 
charge is of a small loan type on loan balances of $400 or less, and 
in three states, on loan balances of $500 or less. It is significant that 
in no state is the small loan type of maximum rate of charge applied 
to loans of more than $500. A map of the United States showing 
the effectiveness of the state laws regulating the operation of con¬ 
sumer finance companies is presented in Appendix B. A summary 
of these laws showing the interest rates and loan size permitted in 
each state is presented in Appendix A. 

Commercial banks which make consumer instalment loans in 
many states do so under the general banking laws, which do not 
specifically authorize the instalment payment plan; however, loan 
maximums are established for consumer instalment loans by the 
statutes of many states. Of the states which have enacted legislation 
permitting commercial banks to make consumer instalment loans, 
19 place a maximum limit on the amount that may be loaned to a 
single borrower on an instalment basis. 3 Four states have a maxi¬ 
mum of $1,000, and only three states have a maximum of less than 
$1,000. 

The maximum loan that can be made by credit unions without 
security or without endorsement is ordinarily $100. Secured loans by 

1 The states of Connecticut, Illinois, Indiana, Michigan, New Jersey, New Mexico, New 
York, and Washington have raised their maximum loan limit for personal finance company 
loans to $500; Nebraska and Ohio have a $1,000 limit; Nevada has a $1,500 limit; and 
there is no legal maximum loan limit in California and Missouri. 

2 Under the Uniform Small Loan Act there is a fixed maximum rate of charge per 
month, expressed as a per centum, that licensee may charge on the unpaid principal balance 
of small loans. No additional fees of any type are permitted. Much of the public mis¬ 
understanding of the legal small loan rate is due to the per cent per month method of 
stating the total, all inclusive charges for small loans. Nevertheless, a flat maximum rate 
is the most clearly intelligible to borrowers, most readily calculable, and most easily enforced 
by supervisory authority. This maximum rate should not be considered as a rate of interest 
since it is actually a charge, expressed as a rate of charge, made for more complete in¬ 
vestigation, servicing and collection of small loans. 

3 The following 19 states place a maximum limit, as specified, on consumer instalment 
loans made by commercial banks (data as of 1951); 
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credit unions may exceed this limit under conditions specified by the 
state credit union law; however, many states do not place a limita¬ 
tion on the size of the loan extended on a secured basis. A summary 
of credit union laws showing the unsecured loan limit and the 
secured loan limit by states is presented in Appendix C. The federal 
law covering the operation of credit unions permits loans to be 
made on an unsecured basis up to $400, and the maximum loan with 
security is set at 10 per cent of the unimpaired capital. 

Distribution of Consumer Finance Company Loans, 
by Size of Loan 

Distribution, by size of loan, of the number and amount of loans 
made by consumer finance companies in 25 states is shown in Table 
7. This information was derived from annual reports of state bank¬ 
ing departments for the year 1950 and includes all loans (6,602,339) 
made by licensed consumer finance companies operating in these 
25 states. 

The size of loans in these states varies sufficiently to justify a brief 


Arizona .$1000 

Arkansas .2500 

Delaware .. 500, 

Florida .2500 

Iowa ... ..2500 

Kentucky . 5000 

Maryland . 1500 

Michigan . 3% 

Minnesota . 1500 

Mississippi . 500 

Missouri. 800 

Nebraska . 1000 

New Jersey . 2500 

New York.3500 


2500 


1500 

North Carolina.150° 

Pennsylvania . 35 °° 

South Carolina . 1000 

Wisconsin . 1000 

Wyoming ...* f .. *.„. .,., .1000 


or 10% of capital and surplus, if paid-in capital 
exceeds $10,000 


if office of bank where loan made is located m 

city of over 1,000,000 population 

if such office is located in city of 300,000 to 

1,000,000 population, or in city of not less than 

140,000 and immediately adjacent to city having 

over 1,000,000 population 

if such office is located in any other place 


of capital and surplus 
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examination of the probable causes. As has been stated, the legal 
ceiling on the rate of charge is an important factor affecting the 
predominant size of loans in any state. As would be expected, a 
greater proportion of smaller loans (under $100) is found in those 
states which permit a charge of 3 per cent or 3.5 per cent per month 
on loan balances of $100 or less than is found in those states allowing 
only 2 per cent or 2.5 per cent per month. Examples of states which 
permit ^ per cent or 3.5 per cent per month on these smaller loans 
are Colorado, Idaho, Washington, and West Virginia. In these 
states, as well as in most of the 25 states which permit a charge of 
3 per cent or 3.5 per cent per month on smaller loans, such loans 
typically account for 30 per cent to 40 per cent of the total number 
of loans made by consumer finance companies. Examples of the 
states which permit 2 per cent or 2.5 per cent per month on loan 
balances of $100 or less are New Hampshire, New York, Massa¬ 
chusetts, and Vermont. In these states, such loans typically account 
for approximately 15 per cent of the number of loans made by 
consumer finance companies. It is also interesting to observe the 
effect of the maximum legal rate on the number of small loans 
granted in the state of New Mexico, which is the only state permit¬ 
ting a monthly charge of 5 per cent on loans of $5° or ^ ess - As 
shown in Table 7, loans of $50 or less account for 53 per cent of all 
loans made by consumer finance companies in New Mexico: this 
proportion is more than double that of any other state for loans of 
$50 or less. Loans of $100 or less account for 70 per cent of all loans 
made by consumer finance companies in New Mexico. 

It may also be seen from Table 7 that in every state, with excep¬ 
tion where the loan maximum was $300, loans of $200.01 to $300 
were numerically and quantitatively in the majority. In those states 
which permit consumer finance companies to make larger loans, 
loans to $200.01 to $300 accounted for only approximately 20 per 
cent of all loans made by consumer finance companies. This is, in a 
way, indicative of borrower pressure for loans above the $300 maxi¬ 
mum provided by the laws of many states. 

Size of Loan in Relation to Extent of Industrialization —Another 
important factor affecting the predominant size of loans in any state 
is the extent of industrialization. Agricultural states, where borrower 



TABLE 7—Percentage Distribution of the Number and Total Amount of Loans Made by Consumer Finance Companies 

in Twenty-Five States, by Amount of Loan, by State, 1950 
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incomes are generally lower than in industrial states, have a larger 
proportion of loans in the $100 and less category, unless this is offset 
by other factors such as the rate of charge permitted. Thus, in 
Minnesota, Idaho, and Indiana, loans of $100 or less account for 
approximately 30 per cent of all loans made, while in industrial 
states such as Ohio and Michigan, loans of $100 or less accounted 
for less than 18 per cent of all loans. This was true in Ohio and 
Michigan in spite of the 3 per cent per month charge permitted in 
these states on these smaller loans. When a state is not extensively 
industrialized and a higher maximum legal rate of charge is per¬ 
mitted on the smaller loans, such states have an even larger propor¬ 
tion of loans of $100 or less. This fact is illustrated in Colorado where 
loans of $xoo or less accounted for 43 per cent of all loans made 
by consumer finance companies during 1950. It is not to be inferred 
that in agricultural states there is a large proportion of farmer- 
borrowers. Instead, the comparison of per capita personal income 
and the size of loans is the significant relationship. In those states 
which are extensively industrialized and where personal incomes 
are relatively higher, there is a greater demand for consumer instal¬ 
ment loans of larger size. 

Size of Loans in Relation to Wage Assignment —Another factor 
accounting for predominance of smaller loans in any state is the 
proportion of loans which is secured by wage assignments. Illin ois 
is the only state in which consumer finance companies still make 
extensive use of this type of security, about 30 per cent of all loans 
being secured by wage assignments. Since this type of loan is usually 
much smaller than loans otherwise secured, Illinois shows a relatively 
high proportion of loans of $50 or less. 

Size of Loan in Relation to Loan Limits —It is equally important 
to observe the proportion of larger loans made by consumer finance 
companies in those states which have increased their loan limit 
beyond the $300 maximum. 4 In all such states, as seen in Table 7, 
loans of $300.01 to $500 were quantitively the most important, and 
except in Nebraska, were numerically predominant. Loans of $300.01 

4 It has been stated earlier in this chapter, that in those states which have increased 
their loan limit beyond the $300 maximum, the rate of interest permitted on loan balances 
of more than $300 is usually the legal contract rate established m the respective states. 
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to $500 typically account for 20 per cent or more of all loans made 
by consumer finance companies in such states. In New Jersey and 
New York where the loan maximum is $500, loans of $300.01 to 
$500 accounted for more than 40 per cent of all loans in these states. 
In the two states which have increased their loan limit to $1,000, 
loans of $500.01 to $1,000 are seen to account for between 15 per cent 
and 20 per cent of all loans granted in these states during 1950. 

Apparent Need for a Higher Legal Maximum 
Amount of Loan 

The need for raising the loan ceiling for consumer finance com¬ 
panies has received much attention by the legislatures in many of 
the states which have followed the Uniform Small Loan Law. This 
definite need, particularly in industrialized states, is well illustrated 
by the statistics showing the predominance of larger loans in those 
states which have increased the loan maximum. Data for 1951, from 
those states which have published their annual reports, show an 
even greater proportion of larger loans being granted than was true 
in 1950, emphasizing the increasing demand for larger consumer 
instalment loans. 

The average size of loans granted during 1950 by consumer 
finance companies in the 25 states represented was $24442. 5 This 
figure represents a considerable increase in the average size of loans 
since the early days of operation by consumer finance companies, 
when, incidentally, the maximum loan permitted in all states which 
had small loan legislation was $300. Only fifteen years ago, the 
average size of loan in 13 representative states was $135/ 

Brief examination of basic economic changes that have occurred 
since the late 1930’s emphasizes the necessity of increasing the loan 
maximum. The cost of living for moderate income families, as 
indicated by the consumer price index of the Bureau of Labor 
Statistics, had risen more than 70 per cent by 1950. 7 The purchasing 
power of the dollar as measured by the consumer price index had 

5 Computed from data in Appendix Table i. 

* Young, Ralph A., Personal Finance Companies and Then Credit Practices (New York, 
National Bureau of Economic Research; 1940), p. 47. 

4 The index rose from 994 in 1939 to 17119 by 1950 Statistical Supplement to the 
Survey of Current Business , 1951, p 25 
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fallen by 1950 to 58.2 from the 100.6 monthly average of 1939.® By 
1950 there was approximately only $175 purchasing power in a 
$300 loan, which means that in purchasing power, the $300 maximum 
°£ 1939 was equivalent only to $175—a shrinkage of nearly 42 per 
cent. 

Another important factor that emphasizes the need for larger 
loans is the pressure for higher standards of living among wage 
earners as evidenced by the type of products in co mm on use today 
compared with the earlier period. Products such as radios, refrig¬ 
erators, washing machines, television sets, and many other items of 
high unit value are no longer regarded as luxuries. Consumers have 
come to require such items as a part of what they regard as a 
satisfactory level of living. 

When considering the advisability of raising the loan maximum, 
the size of the borrower’s income is of particular importance since 
this represents his ability to repay the loan. Disposable personal 
incomes increased from 70.4 billions of dollars in 1939 to 226.x 
billions of dollars in 1951. 8 9 This represents more than a threefold 
increase. Compensation of employees had increased even more, the 
1950 wages and salaries amounting to 320 per cent of the 1939 
payments. 10 It would certainly seem that the borrowers have the 
incomes necessary to repay the larger loans. 

These comparisons suggest that a $300 loan limit does not have 
the same meaning as in former years. The apparent answer to the 
problem would be to have the consumers who needed more than 
$300 go to the commercial banks. However, this does not seem to 
be the solution. As will be shown, many borrowers from consumer 
finance companies, whether they need more or less than $300, are 
unable to meet the requirements of commercial banks. If the family 
needs more than the $300 maximum allowed by law and borrows 
from two consumer finance companies, the cost to the borrower 
is much greater than if it were possible to borrow the entire amount 
from a single source. This is true because the rates permitted on 
loans of more than $300 are either a smaller percentage or are not 


8 Ibid., p. 29. 

"Table i. 

10 Statistical Supplement to the Survey of Current Business, 1951, p. 6. 
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of a small loan type but instead are the legal contract interest rates 
in most states. The $300 maximum can hardly be considered a 
“protection” to the borrower. Loan limits should not be regarded 
as rigidly fixed over long periods of time, but should be considered 
in relation to the economic conditions of the time and periodically 
changed in line with those changed conditions. 


TABLE 8—Number and Per Cent of Borrowers and Amount of Loans of 
Chain and Independent Consumer Finance Companies, by 
Size of Loan, State of Ohio, 1950 


Size of Loan 

Chain 

Companies 4 

Independent 

Companies 

Cham 

Companies 

Independent 

Companies 


Number of Borrowers 

Amount of Loans 

(In Thousand Dollars) 

$ 50.00 or Less 

35,836 

9,161 

$ 1,499 

$ 349 

50.01- 100 

88,117 

14,760 

7,506 

1,276 

100.01- 150 

79,927 

11,070 

10,520 

1,467 

150.01- 300 

199,032 

26,164 

45,349 

6,423 

300.01- 500 

148,176 

19,616 

59,334 

8,067 

500.01- 750 

87,118 

8,418 

55,280 

4,799 

750.01-1,000 

54,971 

6,069 

50,190 

5,670 

Total 

693,177 

95,258 

$229,678 

$28,051 


Per Cent of Borrowers 

Per Cent of Loans 

$ 50.00 or Less 

5 17 

9 62 

.65 

1.24 

50.01- 100 

12.71 

15.49 

3 27 

4.55 

100.01- 150 

11.53 

11.62 

4.58 

5.23 

150.01- 300 

28.71 

27.47 

19.75 

22.90 

300.01- 500 

21.38 

20.59 

25 83 

28 76 

500.01- 750 

12.57 

8 84 

24.07 

17.11 

750.01-1,000 

7.93 

6.37 

21.85 

20.21 

Total 

100.00 

100.00 

100.00 

100.00 ’ 


Source: Compiled from annual reports submitted to the Division of Securities, State of 
Ohio, by all licensed consumer finance companies operating in the State of Ohio 
during 1950. 

* Companies operating in more than 1 locality. 

Size of Loan by Type of Consumer Finance Company 

A comparison of chain and independent consumer finance com¬ 
panies 11 operating in the state of Ohio during 1950 on the basis of 
size of loan is shown in Table 8 and Chart 8. This comparison is 
prompted by the charge, sometimes made, that chain organizations 
in this field only “skim the cream” of the loan market and do not 

n Chain consumer finance companies are defined as those companies which owned and 
operated two or more branches during the year. 
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CHART 8—Per Cent of Loans (Number), by Size of Loan, Chain and 
Independent Consumer Finance Companies, Ohio, 1950 
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make the smaller size loans. Not only has this statement been made 
by certain social workers but it was also expressed by several 
managers of independent consumer finance companies contacted 
during this investigation. 

Contrary to such belief, no striking difference is to be observed 
between chain and independent companies in regard to the amount 
of money which they lend to different borrowers. With both types 
of organizations, the predominant size of loans was between $150.01 
to $300, this size classification comprising approximately 28 per cent 
of all loans in each case. The only noticeable difference between 
the two types of organizations was for loans of $100 or less, and for 
loans of more than $500. One-fourth of all loans made by indepen¬ 
dent companies were for $100 or less, while less than one-fifth of the 
loans made by chain companies were in this class. A reversal of 
this situation is observed in the larger loan sizes. Slightly more than 
one-fifth of all loans made by chain companies were for more than 
$500, while only 15 per cent of the loans made by independent 
companies were for these larger amounts. The major explanation 
of the inability of independent companies to make loans for more 
than $500 is their lack of loan funds. Some of the independent 
personal finance companies are forced to pay interest rates of more 
than 8 per cent per annum for their loan funds, which is in excess 
of the rate they charge their borrowers for loans over $300 under 
the Ohio Small Loan Law. 

Commercial Bank Loans, by Size of Loan 

Unlike consumer finance companies which are limited to cash 
advances of $300 in most states, the instalment loan departments of 
commercial banks make the majority of their loans for substantially 
larger amounts. Table 9 and Chart 9 show the size distribution of 
consumer instalment loans by the principal lending institutions. 

From the 17 commercial banks from which information was 
obtained concerning size of loan, less than 3 per cent of the loans 
made by these institutions were for amounts of $100 or less, whereas 
more than 20 per cent of the loans made by consumer finance 
companies were for these smaller amounts. Loans of more than 
$500 account for more than 30 per cent of the activity of commercial 
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TABLE 9—Number and Per Cent of Loans by Principal Types of Consumer 
Instalment Lending Institutions, by Size of Loan, 1950-1951 


Size of 

Loan 

Consumer Finance 
, Companies 4 

Commercial 

Banks 15 

Credit 

Unions* 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

$ 50.00 or Less 

502,674 

7.61 

213 

13 

1,910 

11.22 

50 01- 100 

930,017 

14.09 

4,434 

2.65 

3,541 

20.80 

100.01- 150 

886,366 

13 42 

20,353 

12 15 

1,719 

10 09 

150 01- 200 

811,940 

12.30 

18,000 

10 80 

1,692 

9 94 

200.01- 300 

1,953,981 

29.59 

37,618 

22.46 

2,013 

11.82 

300 01- 500 

1,256,880 

19.04 

36,110 

21.56 

2,422 

14.22 

500 01- 750 

153,614 

2.33 

23,706 

14 16 

1,154 

6 78 

750 01-1,000 

89,824 

1.36 

9,817 

5 86 

1,024 

601 

Over $1,000 

17,043 

.26 

17,130 

10.23 

1,553 

9.12 

Total 

6,602,339 

100.00 

167,471 

100.00 

17,028 

100.00 


Source: See Appendix D for a description of the sources of data. 
a See footnotes to Appendix Table 1 
b Represented by 17 commercial banks. 
c Represented by 5 credit unions. 

banks, while these larger loans comprise less than 4 per cent of the 
loans made by all consumer finance companies. The predominant 
size of loan for both commercial banks and consumer finance 
companies was the size classification $200.01 to $300. The average 
size of consumer instalment loan of commercial banks, however, was 
$534.17 as compared to an average size of loan of $244.42 for con¬ 
sumer finance companies. 

Credit Union Loans, by Size of Loan 

A larger proportion of loans of $100 or less was made by credit 
uni ons than by either of the other principal lenders. Such loans 
accounted for more than 30 per cent of the loans made by credit 
unions. Another interesting fact concerning the size of loans is 
that only 36 per cent of credit union loans were for amounts from 
$150.01 to $500, whereas more than 60 per cent of consumer finance 
company loans and 55 per cent of commercial bank loans were of 
such size. Twenty-two per cent of credit union loans were for 
amounts in excess of $500 as compared to 30 per cent for commercial 
h anks , and 4 per cent for consumer finance companies. 

The average size of loan made by the 7 credit unions was $474.51, 
which amount was approximately $60 less than the average con- 
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CHART 9—Per Cent of Loans (Number), by Size of Loan, by Type of 
Lending Institution, United States, 1951 


Amount 
of o 
Loan 


Ptrcent of Loans 
10 15 20 



Source: Table 9 


sumer instalment loan made by commercial banks, but approximate- 
ly double the average size of loan made by personal finance com¬ 
panies. In the state of Ohio during 1950, 277 credit unions made 
114,258 loans amounting to $37,419,300, the average size loan being 
$ 3 2 7 - 5 0 - 12 This average size of loan was $150 less than the average 

12 Analysis and Recapitulation of Reports Filed by Ohio Chartered Credit Unions for 
the Year Ending December 31 , 1950 ; Division of Securities, State of Ohio, p. 1 . 
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size of loan made by the 7 credit unions included in this study and 
is explained by the fact that the credit union of average size in Ohio 
is much smaller than any of the 7 credit unions examined. Smaller 
credit unions generally grant smaller loans since they are handicap¬ 
ped by lack of loan funds. 


TYPE OF SECURITY 

Consumer instalment loans made by consumer finance companies 
and credit unions and personal instalment loans made by com¬ 
mercial banks are essentially character loans. These loans are 
predicated mainly on the factors of character and ability. 

Nature of the Security Used by Consumer Finance Companies 

Most of the states that have the Uniform Small Loan Law 
require consumer finance companies to submit as part of their 
annual report a separate classification of loans by type of security. 
This information from 24 states is shown in Table 10 and Chart 10 
for the year 1950. In most of those states, about 60 per cent of the 
loans made by personal finance companies were secured by chattel 
mortgages. Chattel mortgages on household goods represented the 
security in approximately 40 per cent of the loans in most states. 
While chattel mortgages on household goods are quite commonly 
taken by consumer finance companies foreclosures are rare, as will 
be shown in a subsequent chapter. The value of this security has 
actually little weight in the final determination of the loan. 

Use of unsecured notes is widespread, amounting to more than 
25 per cent of all consumer finance company loans extended in these 
24 states. Approximately 15 per cent of the loans made by consumer 
finance companies are secured by co-maker notes, wage assignments, 
and other security. In 5 states the unsecured note accounts for more 
than 55 per cent of all loans made by consumer finance companies. 
Those 5 states are Connecticut, Massachusetts, Minnesota, Rhode 
Island, and Virginia. In Connecticut, the unsecured note represents 
95 per cent of all loans made by consumer finance companies. This 
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CHART 10—Per Cent of Loans (Number), by Type of Security, Consumer 
Finance Companies in 24 States, 1950 

Type of Security Percent of Loans 



Source: Table 10 

is partially explained by the fact that the Connecticut Banking Law 18 
allows only unsecured and co-maker notes to be accepted by con- 

13 The following is quoted from the Connecticut Laws Relating to Small Loans , (Hart¬ 
ford, Connecticut; Bank Commission of Connecticut; October i, 1949) p. 8, “No licensee 
shall take any confession of judgment or any power of attorney, nor shall he take any note, 
promise to pay or security that shall not state the actual amount of the loan, the time for 
which it is made and the rate of interest charged, nor any instrument in which blanks are 
left to be filled after execution. No licensee shall take a mortgage, lien, assignment or 
pledge of chattels or real or personal property of any kind or an assignment of wages as 
security for any loan made under this chapter,” 
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sumer finance companies; nevertheless, it is encouraging to see 
that only 5 per cent of the loans were secured by co-makers in 
Connecticut. 

Use of the endorsed and the co-maker note, bearing the signature 
of one or more persons in addition to that of the borrower, ranged 
in different states from 1.53 per cent of the loans in Idaho, to 1,013 
per cent in Virginia. The endorsed and co-maker notes typically 
account for approximately 4 per cent of loans by consumer finance 
companies. 

Loans on wage assignments are, in most states, nonexistent or 
are an insignificant proportion of the total consumer finance com¬ 
pany loans; however, in three states a large proportion of loans is 
so secured. In Illinois the wage assignment is used in connection 
with 29.84 per cent of loans; in California, 21.84 P er cent; and in 
Oregon, 14.57 P er cent - The major explanation for the high propor¬ 
tion of wage assignments in these states is found in the operation 
of one consumer finance company which still requires a wage assign¬ 
ment for a large percentage of its loans. This company’s home office 
is in Illinois and it also has a large number of offices in California 
and Oregon. Wage assignments have so often made trouble for 
employers that it has become a common practice to dismiss em¬ 
ployees when they are reported to have borrowed in this manner. 
Since this gives the lender an opportunity to exploit the borrower’s 
fear of losing his job, this form of security has been made illegal 
in many states. Since 1940, the two largest consumer finance com¬ 
panies have discontinued altogether the practice of taking wage 
assignments. 

From the data in Table 11 a comparison is possible of chain 
and independent consumer finance companies operating in the state 
of Ohio during 1950 by type of security accepted for loans. Here, 
too, the differences to be noted between chain and independent 
companies with respect to security for loans are not marked. Al¬ 
though chattel mortgages on household goods were taken as security 
by chain companies for approximately 9 per cent more of the total 
loans than was true of independent companies, the latter took 
chattels on automobiles for approximately 9 per cent more of the 
total loans than did the chain companies. Independent companies 
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made loans on the basis of unsecured notes in a slightly higher 
proportion of their loans than did chain companies. 

TABLE 11—Number and Per Cent of Loans Made by Chain and Independent 
Consumer Finance Companies, by Type of Security, Ohio, 1950 


Type of Security 

Cham 

Companies 


Independent 

Companies 


Number of 

Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Chattel Mortgages on 

Household Goods 

268,220 

38 69 

28,316 

29.73 

Chattel Mortgages on 

Motor Vehicles 

118,656 

17.12 

24,973 

26.22 

Chattel Mortgages on both 
of the above Items 

95,062 

13.71 

10,085 

10 59 

Chattel Mortgages on 

Other Chattels 

30,577 

4.41 

3,081 

3.23 

Co-maker, Endorsed or 
Guaranteed 

31,991 

4.62 

6,546 

6.87 

Unsecured Signature 

Loans 

144,793 

20.89 

21,120 

22.17 

Other Security 

3,878 

.56 

1,137 

1.19 

Total 

69 3,177 

100.00 

95,258 

100.00 

Source: This information was 

obtained from annual reports submitted to 

the Division of 


Securities, State o£ Ohio, by all licensed consumer finance companies operating m 
the State of Ohio during 1950. 


Comparison of the Type of Security Used by 
Principal Classes of Lenders 

From Table 12 and Chart ir it is readily seen that there are 
numerous differences among the three principal classes of lenders 
with respect to the type of security accepted. 

Chattel mortgages on household goods were the predominant 
type of security accepted by consumer finance companies; chattel 
mortgages on automobiles and wage assignments were in preference 
by credit unions; whereas unsecured notes accounted for 65 per cent 
of the personal instalment loans extended by commercial banks. A 
surprising fact was that credit unions insisted upon having wage 
assignments for almost one loan out of every three. Two of the 
credit unions studied required a wage assignment for every loan 
which they made, usually in addition to other security. In the 
commercial banking field, only one bank made use of wage assign- 
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TABLE 12—Number and Per Cent of Loans Made by the Principal Types of 
Consumer Instalment Lending Institutions, 
by Type of Security, 1950 and 1951 


Type of 

Security 

Consumer Finance 

Companies 11 

i 

Commercial 

Banks b 

Credit 

Unions* 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Chattel Mortgages: 







Household Goods 

2,798,408 

, 43.20 

7,921 

5 02 

3,463 

10.63 

Automobiles 

954,529 

14.75 

19,231 

12.20 

11,299 

34.70 

Other Goods 

309,927 

4.79 

1,632 

1.03 

133 

.41 

Unsecured Notes 

1,659,826 

25.62 

102,915 

65.27 

866 

2.66 

Endorsed and/or 







Co-maker Notes 

270,519 

4.18 

20,740 

13 15 

5,366 

16.48 

Wage Assignments 

453,074 

6.99 

14 

.01 

9,628 

29.57 

Real Estate 

484 

.01 

1,669 

1.06 

1,098 

3.37 

Savings Accounts 



675 

.43 

655 

2.01 

Other Considerations 

30,672 

.46 

2,885 

1.83 

56 

.17 

Total 

6,477,439 

100.00 

157,682 

100.00 

32,564 

100.00 


Source: See Appendix D for description of the sources of data. 
a Represented by 13 consumer finance companies. 
b Represented by 17 commercial banks. 
c Represented by 5 credit unions. 

ments, and then only in rare cases. Consumer finance companies 
used the wage assignment for 7 per cent of their loans. Nearly 
26 per cent of consumer finance company loans were unsecured; 
about 65 per cent of the personal loans of commercial banks were 
unsecured; while less than 3 per cent of credit union loans were 
unsecured. 

There were also vast differences among the commercial banks 
regarding type of security for loans. To illustrate, one of the banks 
made loans on the basis of the unsecured notes for more than 
90 per cent of its personal instalment loans while in another bank 
only ten out of 420 loans analyzed were made on an unsecured 
basis. As a further indication of the stringent loan policy followed 
by the latter bank, the following is quoted from a letter received 
from its president (dated January 25, 1952): 

We might add that to qualify for a personal loan, we require five years 
steady employment at the same job, real estate equity, good credit, and 
then limit the loan to not more than one month’s income. 

As another example of the variation in policy among commercial 
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CHART 11—Per Cent of Loans (Number), by Type of Security, by 
Principal Types of Consumer Instalment Lending Institutions, 1950-1951 


TYPE OF SECURITY 

Real Estate, Savings 

Accounts and Other Types 
Wage Assignments 
Endorsed or Co-Maker Notes 


Unsecured Notes 


Chattel Mortgages- 

Automobile 


Chattel Morfgages- 

Household and 
Other Goods 


Percent of Loans 



Source: Table 12 


CONSUMER COMMERCIAL CREDIT 
FINANCE BANKS UNIONS 

COMPANIES 


banks with respect to security for loans, chattel mortgages on auto¬ 
mobiles were taken as security for more than 75 per cent of all 
personal loans in one bank while in another this type of security 
was used in less than 4 per cent of its loans. With all lending 
institutions, automobiles provided the security for many loans for 
which the purpose or purposes of the borrowed money was other 
than the purchase of a car. 

With respect to the security pledged for consumer instalment 
loans, from Table 13 it is interesting to note the average size of loan 
made by personal finance companies and commercial banks for each 
security classification. It was shown earlier in this chapter that the 
average size of personal instalment loan by commercial banks was 
$534.17 and the average size of loan made by consumer finance 
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TABLE 13—Average Size of Loan Made by Consumer Finance Companies 
and Commercial Banks, by Type of Security, 1951 



Average Size of Loan 

Type of Security 

Consumer Finance 

Commercial 


Companies 11 

Banks 1 * 

Chattel Mortgages* 



Household Goods 

$320.39 

$ 483 01 

Automobiles 

359.98 

829.48 

Other Chattels 

363.78 

529.24 

Unsecured Notes 

202 63 

396.13 

Endorsed and/or Co-maker Notes 

234.59 

537.90 

Wage Assignments 

148.99 

579.40 

Savings Accounts 


2,190.07 

Other Security 

289.08 

707.15 


a Representing 3,321,841 loans made by 6 consumer finance companies during 1951. 
b Representing 57,648 personal mstalment loans made by 3 commercial banks during 
1951. 


companies was only $244.42. This same relationship does not exist 
for average size of loans for each security classification although, in 
general, the pattern is very similar. 

It may be surprising to find that the average size of loan made 
on a completely unsecured basis by commercial banks was $396.13 
and by consumer finance companies it was only $202.63. ^ 

commercial h ankin g field, furthermore, it should be remembered 
that these unsecured notes accounted for 65 per cent of their personal 
instalm ent loans. This is certainly additional evidence that the 
Am erican wage-earner or so-called common man is a good credit 
risk. 

As would be expected, the loans secured by co-maker notes 
were of larger size than the unsecured loans. Loans secured by 
chattel mortgages were of larger size than either the unsecured or 
the co-maker notes. 

LENGTH OF LOAN CONTRACTS 

Effect of Regulation W Limitations During the Period 

Before observing the contractual maturities of consumer instal¬ 
ment loans, reference should first be made to the Federal limitations 
on maximum maturities during the 1950-1951 period. Federal 
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Regulation W 14 was in effect 15 months and 13 days of that 24-month 
period. During nine and one-half months of that two-year period, 
the length of loan contracts was limited to 15 months, and for 
approximately six months the maximum maturity was 18 months. 
Regulation W limitation on maximum maturity varied during these 
years as follows: 


Period 

January 1, 1950—September 17, 1950 

September 18, 1950—October 15, 1950 

October 16, 1950—July 30, 1950 

July 31, 1951—December 31, 1951 


Maximum 
Maturity 
No Regulation 
18 months 
15 months 
18 months 


Not all loans made by consumer instalment lenders were included 
under the above limitations. Loans made for medical or educational 
purposes were permitted longer maturities; nevertheless, the above 
maturity limitations must be kept in mind when considering the 
length-of-loan contracts of the principal lenders. 


Variation in Maturities Favored by 
Principal Classes of Lenders 

Data from 13 personal finance companies, xo commercial banks, 
and 4 credit unions regarding the distribution of loans by con¬ 
tractual maturity are shown in Table 14 and depicted on Chart 12. 
From these it is readily seen that consumer finance companies favor 
a longer duration of loans than do commercial banks or credit 
unions. Approximately one-third of the loans of consumer finance 
companies were for 19 months or longer, while 10 per cent of credit 
union loans and less than 4 per cent of the commercial bank loans 
were for 19 months or longer. That credit unions favor shorter 
maturities is shown by the fact that one-third of their loans were 
for 6 months or less. Almost two-thirds of all personal instalment 
loans of commercial banks were for 12 months, while only approxi¬ 
mately 9 per cent of consumer finance company and credit uni on 

“Consumer Credit Regulation W was first issued by the Board of Governors of the 
Federal Reserve System on August 21, 1941. This first version of Regulation W set up the 
minimum down payments for 25 classes of commodities and provided a maximum period 
of 18 months for the repayment of the balance. The regulation was first revised May 6, 
1942, and has been revised many times afterwards. Regulation W was m effect from 
September 1, 1941 to November 1, 1947; again, from September 20, 1948 to June 30, 1949, 
and finally, from September 8, 1950 to May 7, 1952. 
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loans were for 12 months. The majority of consumer finance com¬ 
pany loans were extended for periods of from 13 to 18 months, the 
majority of commercial bank loans were for 12 months, while the 
majority of credit union loans were for less than 12 months. 


TABLE 14—Number and Per Cent of Loans Made by the Principal Types of 
Consumer Instalment Lending Agencies, by Length 
of Loan Contract, 1950-1951 


Length of Loan 
Contract 

Consumer Finance 
Companies 4 

Commercial 

Banks b 

Credit 

Unions 6 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

6 Months or Less 

201,008 

3.11 

8,615 

4.26 

4,956 

33.37 

7-11 Months 

105,904 

1.64 

2,570 

1.27 

2,803 

18.87 

12 Months 

546,726 

8.45 

128,684 

63.64 

1,450 

9.76 

13-18 Months 

19 Months and 

3,529,475 

54.56 

54,541 

26.97 

4,161 

28.02 

Longer Terms 

2,085,902 

32.24 

7,814 

3.86 

1,483 

9.98 

Total 

6,469,015 

100.00 

202,224 

100.00 

14,853 

100.00 


Source: See Appendix D for a description of the sources of data. 

11 Represented by 13 consumer finance companies. 

b Represented by personal instalment loans made by 10 commercial banks. 
c Represented by 4 credit unions. 


Length of Contract in Relation to Size of Loans 

A notable difference was observed between commercial banks 
and consumer finance companies in regard to the average size of 
loan extended when compared with the contractual maturity of the 
loans. According to the data in Table 15 the average size of loan 


TABLE 15—Average Size of Loans Made by Consumer Finance Companies 
and Commercial Banks, by Length of Loan Contract, 1951 


Length of Loan 

Contract 

Average Size of Loan 

Consumer Finance 
Companies 4 

Commercial 

Banks b 

6 Months or Less 

$ 80.68 

$489.86 

7-11 Months 

102.92 

578.01 

12 Months 

141.25 

363.83 

13-18 Months 

311.28 

834.88 

19 Months and Over 

444 50 

354.60 


a Representing 1,051,406 loans made by 4 consumer finance companies during 1951. 
b Representing 39,022 personal instalment loans made by 2 commercial banks during 
1951. 
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CHART 12—Per Cent of Loans (Number), by Length of Loans Contract, 
by Principal Types of Consumer Instalment Lending Institutions, 1950-1951 

Length of Loan Percent of Loans 


6 months 
or 
(ess 


7-11 months 


1 2 months 


13-18 months 


19 months 
and 
over 



70 

~i 


0 10 20 30 40 50 60 70 


Source’ Table 14 


made by consumer finance companies increased as the length of the 
loan contract was extended. This ranged from an average loan size 
of $8o.6o for loans of 6 months or less to $444.50 for loans of 19 
months or longer. On the other hand, this pattern of loan behavior 
is not exacdy paralleled in commercial bank loans, although the 
sample for the number of commercial banks may be too small to 
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warrant definite conclusions in this record. For whatever it may 
be worth, it should be noted that for the two commercial banks the 
average size of loan was $489.86 for loans of 6 months or less and 
fluctuated in the next three size classifications. The largest average 
size of commercial bank personal consumer loan was for loans of 
13 to 18 months, while those of 19 months and over represented too 
small a percentage of the total to justify attention. 




CHAPTER IV 


CHARACTERISTICS OF THE BORROWERS OF 
CONSUMER INSTALMENT LOAN FUNDS 

Who are tie people upon whom the consumer instalment lenders 
depend for patronage? What jobs do they have and how much 
income do they receive ? In this chapter an analysis is presented of 
the persons who obtain consumer instalment loans, classified accord¬ 
ing to their occupation, income, age, sex, and marital status. A 
comparison of such characteristics of borrowers is also presented by 
type of principal consumer instalment lenders. 

ANALYSIS OF CONSUMER INSTALMENT LOANS 
BY OCCUPATIONS OF BORROWERS 

In the statistical investigation of applications for consumer instal¬ 
ment loans included in this study, a diligent effort was made to 
classify all borrowers on an occupational basis. Information on the 
occupations of borrowers was obtained from 32 consumer instalment 
lending companies reporting on 6,576,943 borrowers. The occupa¬ 
tional classification of borrowers appears in Table 16 and is illustrated 
in Chart 13. 

Distribution of Loans by Occupations of Borrowers 

The two most predominant occupation groups 1 borrowing from 
consumer finance companies were, (1) operatives and kindred 
workers, and (2) craftsmen, foremen, and kindred workers. These 
two occupation groups represent 54 per cent of the borrowers from 
such companies. With commercial banks the two most predominant 
occupation groups were (1) craftsmen, foremen, and kindred work¬ 
ers, and (2) managers, officials, and proprietors. These two occupa¬ 
tion groups also represented 54 per cent of the personal instalment 

1 An alphabetical index consisting of 227 occupation categories, arranged in 11 major 
occupation groups is presented in Appendix E. Each occupation category consists of a homo¬ 
genous group of occupation titles and defines a particular field of work. 

57 
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TABLE 16—The Number and Percentage Distribution of Loans Made by 
the Principal Types of Consumer Instalment Lending Institutions, 
by Occupations of Borrowers, 1950 and 1951 



Consumer Finance 

Commercial 

Credit 

Occupation 

Groups 

Companies 4 

Banks 

b 

Unions® 

Number of 

Per 

Number of 

Per 

Number of 

Per 


Loans 

Cent 

Loans 

Cent 

Loans 

Cent 

Craftsmen, Foremen, 
and Kindred Workers 
Operatives and 

1,526,465 

23 73 

41,485 

32.22 

1,606 

10.81 

Kindred Workers 
Laborers, Except 

1,959,825 

30.46 

13,143 

1021 

7,717 

51.96 

Farm and Mine 

762,867 

11 86 

1,076 

.84 

892 

6.01 

Clerical and Kindred 

527,771 

8.20 

17,255 

13.40 

2,972 

20 01 

Sales Workers 
Professional, Technical, 

225,724 

3.51 

11,331 

8.80 

336 

2.26 

and Kindred Workers 

181,827 

2.83 

6,785 

5 27 

146 

.98 

Managers, Officials, & 
Proprs. Except Farm 
Farmers, Farm Mgrs. & 

591,480 

9.19 

28,366 

22.03 

574 

3.86 

Farm Laborers 

Serv. Workers, Protec¬ 

73,206 

1.14 

125 

.10 



tive, Domes. & Others 

464,871 

7 23 

3,807 

2.96 

604 

4.07 

Unemployed, Pensions, 
or Indep. Incomes 
Occupation Not 

98,714 

1.53 

321 

.25 



Reported 

20,594 

.32 

5,052 

3.92 

6 

.04 

Total 

6,433,344 

100.00 

128,746 

100.00 

14,853 

100.00 


* Represented by 13 consumer finance companies. 
b Represented by the personal mstalment loans of 15 commercial banks. 
c Represented by 4 credit unions. While the data for credit unions probably constitute 
a relatively small sample, they are presented for what they may be worth and are deemed 
to be fairly representative of the general experience of such institutions. 


borrowers from commercial banks. In the credit union field, oper¬ 
atives and kindred workers represented slightly over 50 per cent of 
all borrowers, while the second most important occupation group 
comprised clerical and kindred workers. The craftsmen group and 
the operatives group were important occupation groups for each of 
the lenders. Clerical and kindred workers were also an important 
occupation group for each of the lenders, being relatively more 
important for credit unions than for commercial banks or consumer 
finance companies. Farming was a very minor occupational source 
of demand in the case of each of the three principal lending institu¬ 
tions. 
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CHART 13—Per Cent of Borrowers, by Occupation of Borrowers, by 
Principal Types of Consumer Instalment Lending Institutions—1950-1951 


Occupation 
of Borrowers 

Cra f ts men, 
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Techmca I, 
and Kindred 
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Officials, and 
Proprietors 
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Service Workers 


Unemployed 


Not Reported 


Percent of Total 

0 10 20 30 40 50 



Source Tobte 16 


Perhaps the most significant fact is brought out by the data in 
Table 16 when the occupations of borrowers are reclassified under 
the two major headings: “white collar” workers and manual work- 
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ers. Under the “white collar” workers are included clerical and 
kindred workers; sales workers; professional, technical and kindred 
workers; and managers, officials and proprietors. Under manual 
workers are included craftsmen, foremen and kindred workers; 
operatives and kindred workers; laborers; farmers; and service 
workers. 

When such a reclassification is effected, as shown below, 



Consumer 

Finance 

Per Cent 01 Loans 

Comma cial 

Ctedit 

Occupation Gioup 

Companies 

Bankjs 

Unions 

White Collar Workers 

Clencal and Kindred Workers. 

8.20 

13 40 

20.01 

Sales Workers. 

. 3 5i 

8.80 

2 26 

Professional, Technical and Kindred Workers. 

2.83 

527 

.98 

Managers, Officials and Proprietors. 

. 9.19 

22.03 

3 86 

Total . 

. 23.73 

49.50 

37 n 

Manual Workers 

Craftsmen, Foremen and Kindred Workers.. 

. 23*73 

32.22 

10 81 

Operatives and Kindred Workers. 

. 30.46 

10 21 

51.96 

Laborers . 

. 11.86 

.84 

6.01 

Farmers . 

. 1.14 

.10 

0 

Service Workers . 

* 7*23 

2.96 

4.07 

Total . 

. 74.42 

46 33 

72 85 


it becomes clear that commercial banks are placing more emphasis 
on loans to “white collar” workers than either of the other principal 
consumer instalment lending institutions. To “white collar” work¬ 
ers, commercial banks make almost one-half of their personal instal¬ 
ment loans while consumer finance companies make less than 
one-fourth of their loans to such workers. Consumer finance com¬ 
panies and credit unions are primarily serving manual workers and 
presumably workers with lower incomes. Consumer finance com¬ 
panies made three out of four loans to manual workers, whereas 
commercial banks make less than one-half of their personal instal¬ 
ment loans to such workers. 

The one exception to the above is found in the classification, 
“craftsmen, foremen and kindred workers ” Commercial banks 
extended to these workers a larger proportion of their loans than 
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did either consumer finance companies or credit unions. The ex¬ 
planation is that in recent years craftsmen, foremen and kindred 
workers have received higher incomes than many of the “white 
collar” workers. This again emphasizes the fact that commercial 
banks are primarily serving the better credit risks in the consumer 
instalment loan market. 

If, from the manual workers classification, loans made to crafts¬ 
men, foremen and kindred workers are removed, the above con¬ 
clusions are more obvious. Such a classification would include 
operatives and kindred workers, laborers, farmers and service work¬ 
ers. The highest income borrowers of the manual workers group, 
craftsmen and foremen, would be excluded. To operatives and 
kindred workers, laborers, farmers and service workers, personal 
finance companies and credit unions extended more than one-half 
of their loans, while only 14.11 per cent of the personal instalment 
loans of commercial banks were made to these borrowers. Clearly, 
personal finance companies and credit unions are more adequately 
serving borrowers with generally lower incomes than are commercial 
banks. 

Distribution of Loans by Occupation of Borrowers in Relation to 
Occupation's Proportion of Total Civilian Labor Force 

The question has sometimes been raised—and answers given 
without factual data—as to which of the principal consumer instal* 
ment lending institutions most adequately serves the entire civilian 
labor force of the United States. It has previously been shown that 
each of the principal lenders is serving certain segments of the labor 
force more adequately than others. It should be of interest, however, 
to compare the percentage distribution of the occupations of the 
civilian labor force for the United States and the percentage distri¬ 
bution of the occupations of the borrowers from the principal types 
of consumer instalment lenders. Such a comparison is presented in 
Table 17. 

The occupational distribution of borrowers from consumer 
finance companies is closely related to the occupational distribution 
of the civilian working population. The two occupation groups of 
borrowers from consumer finance companies showing the widest 
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variance from the occupational distribution of the civilian labor force 
are, (i) craftsmen, foremen, and kindred workers, and (2) oper¬ 
atives and kindred workers. The two groups of borrowers from 
commercial banks which show the widest variance from the occu¬ 
pational distribution of the civilian labor force are (1) craftsmen, 


TABLE 17—Percentage Distribution of the Civilian Labor Force and of 
Borrowers from the Three Principal Types of Consumer Instalment 
Lending Institutions, by Occupation Groups, 1950 and 1951_ 


Occupation 

Groups 


Per Cent of Loans 


Per Cent of 
United States 
Labor Force a 

Consumer 

Finance 

Companies 1 * 

Commercial 

Banks 

Credit 

Unions 1 * 

Craftsmen, Foremen and 

Kindred Workers 

13.38 

23.73 

32.22 

10.81 

Operatives and 

Kindred Workers 

20.90 

30.46 

1021 

51.96 

Laborers, Except 

Farm and Mine 

6.50 

11.86 

.84 

601 

Clerical and Kindred 

12.60 

820 

13.40 

20.01 

Sales Workers 

6.25 

3.51 

8.80 

226 

Professional, Technical, and 
Kindred Workers 

7.52 

2.83 

5.27 

.98 

Managers, Officials, and 
Proprietors, Except Farm 

10.20 

9.19 

22.03 

3.86 

Farmers, Farm Managers and 
Farm Laborers 

11.60 

1.14 

.10 


Service Workers, Protective, 
Domestic, and Others 

11.05 

723 

2.96 

4.07 

Unemployed, Pensions, or 
Independent Incomes 
Occupation Not Reported 


1.53 

.32 

25 

3.92 

.04 

Total 

100.00 

100.00 

100.00 

100.00 


1 Annual Report on the Labor Force— 1950 , Bureau of the Census Current Population 
Report, Senes P- 50 , Number 31 , p. 4 , and Annual Report on the Labor Force — 1951 , 
Bureau of the Census Current Population Report, Series P- 50 , Number 40 , p. 4 . 

* Table 16. 


foremen, and kindred workers, and (2) managers, officials and 
proprietors. Clerical workers and sales workers as borrowers of 
personal instalment loans from commercial banks follow the civilian 
labor force distribution more closely than in the case of borrowers 
from consumer finance companies. In the credit union field, the 
major variance with the occupational distribution of the civilian labor 
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force is in the classification of operatives and kindred workers; there 
are, however, large variances in the case of all of the occupation 
classifications of borrowers from credit unions. 

Occupation of Borrowers and Size of Loan 

As would be expected, the average size of loan differs with the 
various occupation groups. Table 18 and Chart 14 show that man- 


TABLE 18—Average Size of Consumer Instalment Loans Made by Consumer 
Finance Companies and Commercial Banks, by Occupation 
Groups of Borrowers, 1951 


Occupation 

Groups 

Average Size of Loan 

Consumer Finance 
Companies* 

Commercial 

Banks 1 * 

Craftsmen, Foremen, and 



Kindred Workers 

$274.52 

$476.25 

Operatives and Kindred 



Workers 

259.77 

377.04 

Laborers, Except Farm 



and Mine 

207.84 

331.65 

Clerical and Kindred 

258.21 

388.05 

Sales Workers 

278.45 

522.23 

Professional, Technical, and 



Kindred Workers 

270.42 

596.37 

Managers, Officials, and 



Proprietors, Except Farm 

305.41 

879.64 

Service Workers, Protective, 



Domestic and Others 

212.96 

315.18 

Occupation Not Reported 

219.25 

444.66 


* Representing 360,214 loans made by 3 consumer finance companies during 1951. 
b Representing 46,354 personal instalment loans made by 2 commercial banks during 
1951. 


agers, officials, and proprietors obtained the largest instalment loans 
from consumer finance companies. Such companies granted their 
second largest loans to sales workers, followed by loans to craftsmen, 
foremen, and kindred workers. Commercial banks also made their 
largest personal instalment loans to managers, officials, and pro¬ 
prietors; their second largest loans, however, were made to pro¬ 
fessional, technical, and kindred workers; and their third largest 
loans were made to sales workers. The smallest loans were granted 
to laborers in the case of consumer finance companies and to service 
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CHART 14 —Average Size of Loan, by Occupation of Borrowers, Consumer 
Finance Companies, and Commercial Banks, 1951 


Occupation 
of' Borrower# 
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farm and mine 
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Kindred Workers 
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Service Workers 


Occupation Not 
Reported 


Average Size of Loan 



Source: Table 18 

workers in the case of commercial banks, but the differences in size 
between these two classes of borrowers for a given type of lender 
are probably too small to be significant. 

In the previous chapter, it was shown that the average size 
personal instalment loan made by commercial banks was nearly 
$300 larger than the average size loan made by consumer finance 
companies. Not only was the average size loan larger for com¬ 
mercial banks, but the average size loan in each occupational classi¬ 
fication was larger for commercial banks than for consumer finance 
companies. Several factors account for this difference in average size 
of loan extended by the principal lending institutions. The maxi¬ 
mum legal limitations are an important part of the explanation. 
For example, the average size personal instalment loan granted by 
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commercial banks to managers, officials and proprietors was ap¬ 
proximately $575 larger than loans made by consumer finance 
companies to borrowers in this occupational group. The laws of 
practically all states prohibit consumer finance companies from 
making loans of such large size. 

It is also probable that commercial banks are appealing to a 
higher income group within each occupational classification. To 
illustrate, the average size loan made by commercial banks to labor¬ 
ers and service workers was more than $100 larger than the average 
size loan made by consumer finance companies to the same occu¬ 
pational groups. Although commercial banks were making relative¬ 
ly few loans to such workers, the average size loan indicates that 
these borrowers had higher incomes than borrowers from consumer 
finance companies in the same occupational groups. It is also prob¬ 
able that in some cases such borrowers from commercial banks were 
required to pledge higher valued security than similar borrowers 
from consumer finance companies. The importance of the monthly 
income of the borrower and the relationship of income to size of 
loan are treated in the following section. 

INSTALMENT LOANS IN RELATION TO MONTHLY INCOME 

OF BORROWERS 

The principal consumer lending institutions restrict their loans 
to those applicants whose positions and incomes are believed to 
warrant the use of credit on the scale involved, and they limit the 
size of the loan to a sum considered to be within the income capacity 
of the borrower to repay. Good operating technique for all instal¬ 
ment lending institutions makes it a cardinal point to limit the size 
of the loan within bounds that will permit the borrower to repay 
from his monthly income. Since repayment of consumer instalment 
loans depends primarily on the borrower’s monthly income, that 
factor is one of the most important of the borrower characteristics 
to be taken into consideration by a loan official in passing on a credit 
risk. 

Distribution of Loans by Monthly Income of Borrowers 

Table 19 and Chart 15 show the numerical and percentage 
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TABLE 19—The N umb er and Per Cent of Borrowers from the Three 
Principal Types of Instalment Lending Institutions, 
by Monthly Income Classes, 1950 and 1951 


Monthly 

Income 

Consumer Finance 
Companies 4 

Commercial 

Banks b 

Credit 

Unions* 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

$ 00 01—$100 

68,696 

1 01 

209 

.19 

6 

.04 

100.01- 150 

273,631 

4 02 

2,297 

2.10 

116 

82 

150.01- 200 

948,641 

13 95 

8,612 

7.86 

2,146 

15 17 

200.01- 250 

1,410,397 

20 74 

14,978 

13 67 

3,797 

26.85 

250.01- 300 

1,607,977 

23.64 

22,656 

20 68 

3,947 

27 91 

300.01- 400 

1,520,414 

22.35 

27,925 

25.48 

3,146 

22 24 

400.01- 600 

808,327 

11.88 

22,632 

20.65 

828 

5.86 

Over $600 

159,928 

2 35 

6,933 

6 33 

157 

1 11 

Not Reported 

3,700 

06 

3,333 

3 04 



Total 

6,801,711 

100.00 

109,575 

100.00 

14,143 

100.00 


•Represented by 14 consumer finance companies 

b Represented by the personal instalment loans of 12 commercial banks. 
c Represented by 3 credit unions. 


distribution of borrowers, by monthly income, from the principal 
consumer instalment lending institutions. Of the various income 
classifications and based on the number of loans, the greatest number 
of borrowers from consumer finance companies and credit unions 
have monthly incomes from $250.01 to $300, while the greatest 
number of borrowers from commercial banks have monthly incomes 
from $300.01 to $400. Stated otherwise, the majority of personal 
instalment borrowers from commercial banks (52.5 per cent) have 
monthly incomes in excess of $300, whereas 63 per cent of the 
borrowers from consumer finance companies and 71 per cent of the 
borrowers from credit unions have monthly incomes of $300 or less. 
Although this does not mean that the lenders are appealing to 
entirely different markets, it does point to a certain division in the 
consumer instalment lending market in which the principal lenders 
are directly competing. 

As further evidence of some segregation of the markets, about 
27 per cent of the personal instalment borrowers from commercial 
banks had monthly incomes in excess of $400, as against only 14 
per cent of the borrowers from consumer finance companies. Again, 
whereas approximately 19 per cent of the borrowers from consumer 
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CHART 15—Per Cent of Borrowers, by Monthly Income of Borrowers, 
Principal Types of Consumer Instalment Lending Institutions, 1950-1951 
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Source' Table 19 


finance companies had monthly incomes of $200 or less, only 10 per 
cent of the borrowers from banks were in this income grouping. 
On the basis of the monthly incomes of the borrowers, as well as 
the occupational classifications previously presented, it is believed 
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that the principal lenders do compete for certain segments of the 
market, the difference being one of degree on the basis of the risk 
quality as between the different income groups and between different 
occupational groups, as well as within a single occupational group. 

Monthly Income of Borrowers in Relation to Size of Loans 

Table 20 and Chart 16 show that within the legal maximum loan 
limitations the amount of money borrowed generally depends upon 
the monthly income of the borrower. The larger the monthly in- 


TABLE 20—The Average Size of Loans Made by Consumer Finance 
Companies and Commercial Banks, by Monthly Income 
of Borrowers, 1951 


Monthly 

Income 

Average Size Loan 

Consumer Finance 
Companies 11 

Commercial 

Banks b 

$ 00 . 01-5100 

$156 75 

$238.00 

100.01- 150 

184.00 

262.05 

150.01- 200 

223.52 

264.75 

200.01- 250 

259.43 

325.13 

250.01- 300 

288.86 

353.37 

300.01- 400 

318.20 

416.02 

400.01- 600 

368.05 

604.25 

Over $600 

436.60 

993.43 

Not Reported 

188.67 

818.47 


* Representing 4,665,890 loans made by 6 consumer finance companies during 1951. 
b Representing 46,354 personal instalment loans made by 2 commercial banks during 
1951. 


come, the larger, on the average, the size of the loan. Until a monthly 
income of more than $400 is reached, the average size of loan made 
by consumer finance companies increases by approximately $30 as 
the monthly income of the borrower increases by $50. This does not 
mean that the average size of loan is less than the monthly income 
of the borrower. As a matter of fact, the average size of loan was 
in excess of the monthly income of personal instalment borrowers 
from commercial banks in all classifications, and the average size of 
loan was in excess of the monthly income of the borrowers from 
consumer finance companies until the monthly income of the bor¬ 
rower was greater than $250. 
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CHART 16—Average Size of Loan, by Monthly Income of Borrower, 
Consumer Finance Companies, and Commercial Banks, 1951 


Monthly Average Size of Loan 

Income 0 $Z00 $400 $600 $800 $1000 



Source. Table 20 


To illustrate clearly the close relationship between the size of 
the loan and the monthly income of the borrower Chart 17 was 
designed to compare the average size of loan granted by six large 
consumer finance companies with the average monthly income of 
borrowers in each income classification. The ratio of average size 
of loan compared to average monthly income of borrowers is also 
presented in Table 21. 

There is a definite tendency for the size of the loan to increase 
as the income of the borrower increases. As the income of the 
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TABLE 21—Average Size of Loan and Average Monthly Income of 
Borrowers from Six Large Consumer Finance Companies, 
by Monthly Income Classes, 1951 


Monthly 

Income 

Average Si 
of Loan 

$ 00 01-S100 

$156 75 

100.01- 150 

184.00 

150 01- 200 

223.52 

200.01- 250 

259.43 

250.01- 300 

288 8 6 

300.01- 400 

318 20 

400 01- 600 

368 05 

Over $600 

436.60 

Average 

244.42 


Average Monthly 
Income 

$ 88.95 ~ 

136.28 

185.96 
230.18 

279.97 
344.41 
447 77 
651.70 
303.00 


Ratio 


1.76 
1.35 
1.20 
1.13 
1 03 
.92 
.82 
.67 
.81 


Source Six consumer finance companies representing 4,665,890 loans made during 1951. 


borrower increases his standard of living is raised and a larger loan 
is often needed. As indicated in the following chapter, the larger 
loans are frequently extended for different purposes than smaller 
loans. The funds from the larger loans are often used to purchase 
home appliances or to refinance existing notes, whereas the smaller 
loans are used to purchase clothing, fuel or to pay medical expenses. 
The amount of money needed to meet even such an emergency as 
illness may increase as the income becomes larger since higher in¬ 
come families may wish medical treatment by specialists rather than 
by the general practitioner. 

It should be noted that the size of the loan does not increase 
as rapidly as, and does not keep pace with, the increase in the income 
of the borrower. As shown by the data in Table 21, the ratio of the 
size of the loan to the average monthly income in the income 
classification $00.01 to $100 was 1.76. This ratio decreased in each 
income classification until it reached .67 in the income classification 
of over $600 monthly income. Borrowers with monthly incomes 
around $90 tend to borrow a sum in excess of $150, while borrowers 
having monthly incomes in the neighborhood of $450 borrow, on 
the average, only slightly more than $350. Although the standard 
of living is raised as the income increases, the amounts needed for 
the different loan purposes do not increase as rapidly as the income 
of the borrower. To illustrate, if the higher income borrower desires 
to purchase a refrigerator, he may select a more expensive model 
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Source Toble 21 

than the lower income borrower. Even so, the more expensive 
refrigerator does not represent as large a proportion of the earnings 
of the higher income family as the purchase of a less expensive model 
by the lower income family. 

A comparison was made of the monthly income of borrowers 
from consumer finance companies in those states having a legal 
loan maximum of $300 with the monthly income of borrowers in 
those states which permit larger loans. This analysis revealed that 
approximately 42 per cent of the borrowers in states with a $300 loan 
maximum have monthly incomes of $250 or less. In states having 
loan maximums in excess of $500, less than one-third of the borrow¬ 
ers from consumer finance companies had incomes of $250 or less. 8 

2 Based on information concerning 3,022,744 borrowers from 5 consumer finance 
companies. 
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These facts demonstrate that the raising of the loan maximum for 
consumer finance companies permits them to render service to a 

larger portion of the population. 

An analysis was also made of the other major characteristics of 
borrowers from consumer finance companies in states with a $3^0 
loan maximum in comparison with the characteristics of borrowers 
in states which permit larger loans. There were differences observed, 
but they were no more pronounced than differences in characteristics 
of borrowers in the individual states included within each of the two 
classifications referred to above. It is believed that other factors 
contributed more to these differences than the loan limit of the 
state; for that reason, such information has not been included. 

Size of Income and Size of Loan of Borrowers 
Securing Loans by Automobiles 

It was suspected that the personal instalment loans of commercial 
banks secured by automobiles might reveal a different income group 
of borrowers than was the case with all personal instalment borrow¬ 
ers from commercial banks. In an attempt to verify this suspicion, 
an analysis was made of the personal instalment loans secured by 
automobiles in comparison with all personal instalment loans of one 
large commercial bank that had been found to be reasonably typical 
of the commercial banks presented in this study. This analysis 
included all personal instalment loans made by this commercial bank 
during 1951. It should be understood that in this analysis a com¬ 
parison was made of one specific group of personal instalment 
loans, those secured by automobiles, with the characteristics of dl 
personal instalment loans including those secured by automobiles. 
Furthermore, the personal instalment loans that were secured by 
automobiles were not made for the purpose of purchasing an auto¬ 
mobile. 

Although all of the major characteristics of the borrowers were 
analyzed, most of the characteristics conform to the overall picture 
of the borrowers of persond instalment loans. The only factors 
worthy of mention, other than monthly income of borrowers, are 
the occupations of borrowers and the size of the loans that were 
granted. A substantially larger proportion of the personal instalment 
loans secured by automobiles were in the occupation group of man- 
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agers, officials, and proprietors than was true of the sample of all 
personal instalment loans. Regarding the size of loans that were 
made, the personal instalment loans that were secured by automo¬ 
biles were considerably larger than was true of all personal instal¬ 
ment loans. 3 Only 32.6 per cent of all personal instalment loans that 
were made by this commercial bank were for amounts in excess of 
$500, whereas 76.2 per cent of the personal instalment loans secured 
by automobiles were for amounts in excess of $500. 

It was found that the monthly incomes of the borrowers of per¬ 
sonal instalment loans secured by automobiles were substantially 
larger than the monthly incomes of all personal instalment borrow¬ 
ers from this commercial bank. Only 27.6 per cent of all personal 
instalment borrowers had monthly incomes in excess of $400, where¬ 
as 43.6 per cent of the borrowers of personal instalment loans secured 
by automobiles had monthly incomes in excess of $400. To be sure, 
the borrower that offers an automobile as security for his loan owns 
the automobile. Also, only recent model automobiles are considered 
to have a loan value. The fact that the borrower owns a recent 
model automobile would indicate that such a borrower had a higher 
income, or had been a better manager of his income than was true 
of all personal instalment borrowers. This information might well 
point to a more profitable personal instalment loan market for all 
commercial banks, or at least should be worthy of individual analysis 
by commercial bankers. An analysis similar to the above was also 
made for one large consumer finance company; however, the results 
were not as striking, although the trend was in the same direction. 

LOANS IN RELATION TO AGE OF BORROWERS 

Age is closely interconnected with other attributes or characteris¬ 
tics of a borrower, especially with his occupation. However, in mak¬ 
ing an analysis of borrowers by age, it is not intended to imply that 
age is a determining or even a major factor in the selection of credit 
risks by the principal lenders covered by this study. An analysis of 
borrowers by age, nevertheless, helps to throw additional light on 
borrower characteristics. 

8 This fact has been previously shown in the case of both commercial banks and con¬ 
sumer finance companies m Table 13 , Chapter III, concerning the average size of loan by 
type of security. 
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Distribution of Borrowers by Age 

Table 22 and Chart 18 present by five-year intervals the numerical 
and percentage age classification, respectively,, of. borrowers from 
the principal consumer instalment lending institutions. From these 
it is possible to observe several interesting features. First, there is a 
substantial difference in the distribution of borrowers on the basis 
of age for the different types of lenders. For consumer finance 
companies, about one-third of the borrowers (30.31 per cent), were 
under 30 years of age, another third (32.38 per cent) were in the 
30-40 years of age brackets, and the last third (36*31 cent) were 
in the over 40 years of age classifications. 


TABLE 22—Number and Per Cent of Loans Made by the Three Principal 
Types of Consumer Instalment Lending Institutions, 
by Age of Borrower, 1950 and 1951 


Age of 
Borrower 

Consumer Finance 
Companies* 1 

Commercial 

Banks b 

Credic 

Unions* 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Under 21 Yrs. 

894 

.11 

15 

.01 

478 

4.61 

21-25 

92,352 

10.97 

13,769 

6.62 

1,973 

19.02 

26-30 

161,866 

19.23 

28,930 

13.90 

1,710 

16 50 

31-35 

147,839 

17.56 

34,551 

16.60 

2,105 

20.29 

36-40 

124,791 

14.82 

31,705 

15.23 

1,338 

12.90 

41-45 

102,358 

12 16 

31,291 

15 04 

672 

6.48 

46-50 

89,437 

10.63 

30,427 

14.62 

853 

8.22 

51-55 

65,449 

7.78 

19,624 

9.43 

739 

7.12 

56-60 

41,359 

4 91 

12,625 

6.07 

379 

3.65 

Over 60 Yrs. 

15,371 

1.83 

5,156 

2.48 

126 

1.21 

Total 

841,716 

100.00 

208,093 

100.00 

10,373 

100.00 


* Represented by 9 consumer finance companies 

b Represented by the personal instalment loans of 13 commercial banks. 
c Represented by 3 credit unions. 


For commercial banks, only about one-fifth of the borrowers 
(20.53 P er c en t) were under 30 years of age, about a third (31.83 per 
cent) were in the 30-40 age brackets, and almost one-half (47-64 P er 
cent) were in the ages over 40 years. For credit unions, two-fifths 
of the borrowers (40.10 per cent) were under 30 years of age, a 
third (33.19 per cent) were from 30 to 40 years old, and only 27.68 
per cent were over 40 years of age. 

From this information one might conclude that young borrowers 
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CHART 18—Per Cent of Borrowers, by Age of Borrowers, by Principal 
Types of Consumer Instalment Lending Institutions, 1950-1951 
Age of Percent of Borrowers 

Borrowers 0 S 10 15 20 


Under 
21 years 

2! to 25 

26 to 30 

3! to 35 

36 to 40 

4 I to 45 

46 to 50 

51 to 55 

56 to 60 
Over 



0 5 10 15 20 


Source. Table 22 

are most prevalent among those who borrow from credit unions, that 
older persons prevail among borrowers from commercial banks, and 
that, in general, there is no age prevalence among borrowers from 
consumer finance companies. 

Probable Explanation of Age Differences in Borrowers From 
Principal Types of Lenders—The differences in age classes of borrow¬ 
ers served by each of the principal lenders indicated above are not 
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surprising if reference is made to the distribution of such borrowers 
by occupation. It should be remembered that commercial banks 
made more than one-half of their personal instalment loans to the 
occupation groups consisting of (i) managers, officials and pro¬ 
prietors, and (2) craftsmen, foremen and kindred workers. Many 
of the workers in such occupations are more than 4° years old. 
Credit unions made more than 7° P er cent of their loans to the 
occupation groups consisting of (x) operatives and (2) clerical work¬ 
ers. There are many young men and young women employed in 
these occupations. The age distribution of the borrowers from con¬ 
sumer finance companies more nearly conforms to the age distri¬ 
bution of gainfully employed personnel in the United States than is 
true of the borrowers from either of the other principal lenders. 4 It 
would therefore be expected that the age distribution of borrowers 
from consumer finance companies would not represent the extremes 
as was true of commercial banks and credit unions. From the data 
regarding age of borrowers and occupation of borrowers it is evident 
that commercial bankers prefer to make loans to more established 
persons and this often means, among other things, older applicants. 

LOANS IN RELATION, TO SEX AND MARITAL STATUS 
OF BORROWERS 

Sex and marital status of borrowers from the principal consumer 
instalment lending institutions is shown in Table 23. For all joint 
loans to married couples the borrower selected for description was 
the male. The single men and single women classifications include 
single, widowed, divorced, and separated persons. 

More than 70 per cent of the borrowers from each of the principal 
lenders consisted of persons who were married and living with their 
respective spouses. Eighty-three per cent of the borrowers from 
consumer finance companies were married persons. A significant 
fact revealed by the figures in Table 23 concerns women borrowers. 

* The age classifications used by the Bureau of the Census do not exactly conform with 
the age classifications used in this study. For the year 1951, 10.41 per cent of employed 
persons m the United States were from the ages 20 to 24 years, 23 41 per cent, from 25 
to 34 years; 22.60 per cent, from 35 to 44 years; and 18.78 per cent, from 45 to 54 years. 
Annual Report on the Labor Force , 1951. Bureau of the Census Current Population 
Report, Series P-50, Number 40, May 19, 1952, p. 18, 
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TABLE 23—Number and Per Cent of Loans Made by the Three Principal 
Types of Consumer Instalment Lending Institutions, by Sex and 
Marital Status of Borrowers, 1950 and 1951 


Sex and 
Marital Status 

Consumer Finance 
Companies 11 

Commercial 

Banks 1 * 

Credit 

Unions® 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Single Men 

108,244 

13.96 

14,928 

9.96 

2,189 

14.74 

Single Women 

26,809 

3.46 

23,171 

15.45 

1,978 

13.32 

Married Men 

604,065 

77.91 

102,063 

68.08 

9,302 

62.62 

Married Women 

36,229 

4.67 

9,757 

651 

1,384 

9.32 

Total 

775,347 

100.00 

149,919 

100.00 

14,853 

100.00 


a Represented by 8 consumer finance companies. 

b Represented by the personal instalment loans of 10 commercial banks. 
c Represented by 4 credit umons. 


More than 20 per cent of the borrowers from commercial banks and 
credit unions are female, while only 8 per cent of the borrowers from 
consumer finance companies are female. This difference between 
commercial banks and credit unions, on the one hand, and consumer 
finance companies, on the other, is even more pronounced in the 
single women classification. Commercial banks made 23,171 personal 
instalment loans to single women or a little over 15 per cent of 
approximately 150,000 loans covered by this analysis. Since the 
total number of borrowers, as shown in Table 17, in the category 
of professional, technical, and kindred workers, which includes 
teachers, accounted for only 5 per cent of the single women borrow¬ 
ers, it cannot be said that the single women borrowing from com¬ 
mercial banks were of the teaching profession. 

Consumer finance companies made only 26,809 loans to single 
women, which was about 3.5 per cent of the 775,357 loans included 
in the analysis. This would seem to indicate that commercial banks 
are doing a better job in satisfying that part of the loan market that 
is composed of single women. The large proportion of women 
borrowers from credit unions revealed by the data in Table 23 is 
explained in large measure by the inclusion in the sample of one 
credit union operating in connection with a telephone company, and 
one composed of employees of a large department store in each of 
which women constitute a large proportion of the membership. 

Data regarding 3,804 rejected consumer instalment loan applica- 
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dons, classified by sex and marital status of the applicant are pre- 
sented in Table 23. One of the specific purposes of this rejected loan 
analysis was to determine the proportion of male and female appli¬ 
cants that was rejected by each of the principal lenders. Of the total 
applications rejected by consumer finance companies only 6 per cent 
represented applications from women, whereas more than twice that 
proportion or 13 per cent of the rejects of commercial banks were 
women applicants. Consumer finance companies were not rejecting 
a large proportion of loan applications from women so that the 
small percentage of women borrowers cannot be explained by too 
strict a policy toward such borrowers. Instead, it seems that women 
borrowers prefer to patronize commercial banks and credit unions 
where available, rather than consumer finance companies. 

The fact that commercial banks and credit unions have a larger 
proportion of women borrowers is partially explained by the oc¬ 
cupations of borrowers from the principal consumer instalment 
lenders. The two occupational groups having the largest number 
of females are clerical and sales workers. To such workers both 
commercial banks and credit unions made slightly more than 22 per 
cent of their respective total consumer instalment loans, whereas 
consumer finance companies made less than 12 per cent of their 
loans to clerical and sales workers. This fact is certainly important 
in the explanation of the differences in sex and marital status of the 
borrowers from the principal lenders. It is, nevertheless, believed 
that cons um er finance companies should more seriously consider the 
importance of women as borrowers of consumer instalment loans. 
To further support such a contention, the results of this study con¬ 
cerning loan accounts charged to profit and loss, as presented in 
Chapter IV, seem to indicate that women are slightly better credit 
risks than men. Similar findings were presented by the National 
Bureau of Economic Research in their studies in consumer instal¬ 
ment financing concerning credit risks. Their conclusions were, 
“The classification of borrowers by sex and marital status indicates 
that women are better risks than men; and the superiority appears 
to be statistically significant.” 5 

5 Durand, David, Rts\ Elements In Consumer Instalment Financing , (New York, Na¬ 
tional Bureau of Economic Research; 1941), p. 74. 
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CONCLUSION BASED ON CHARACTERISTICS OF BORROWERS 

It is evident from the information presented in this chapter 
concerning the characteristics of the borrowers of consumer instal¬ 
ment loan funds that the business of making such loans is not 
confined to the ignorant, the inexperienced, the oppressed, or the 
low income groups. All of the specialized fields of industry through 
which modern civilization carries on its multifarious activities are 
included. The occupations, incomes, and ages of the borrowers from 
the principal consumer instalment lending institutions are spread 
over a large and varied field; in fact, nearly every sphere of human 
endeavor is represented. One can observe from the various tables 
and charts presented in this chapter that a division exists in the 
market of the principal consumer instalment lenders so that certain 
types of borrowers are served more largely by a given class of lender 
than by others. It can also be observed, however, that there is an 
overlap in the characteristics of the borrowers from each of the 
principal lending institutions which means that there is some direct 
competition among the principal classes or types of lenders. 




CHAPTER V 


SOURCE OF LOAN APPLICATIONS AND INTENDED 
USE OF LOAN FUNDS 

Most personal instalment borrowing by consumers is brought 
about by some maladjustment, usually of a temporary nature, of 
income and expenditures. Cash instalment credit in the form of 
personal loans is used to meet emergencies and other needs which 
the borrower is unable to satisfy at the moment from current income 
or from savings. When borrowing is necessary or otherwise deemed 
advisable, how are the borrowers attracted to a particular consumer 
instalment lender and what use do they intend to make of the loan 
funds ? In an attempt to provide an answer to the first part of this 
question an analysis was made of the various sources of loan applica¬ 
tions from the principal consumer instalment lenders. To arrive at 
an answer to the second part of this question a classification was 
made of approximately seven million individual loan transactions by 
the intended use of the loan funds as recorded by the lenders on loan 
applications. 

Source of Applications for Consumer Instalment Loans 

All lenders ask the applicants whether they are present or former 
borrowers of their company. Many lenders ask new applicants to 
state what attracted them to their office. Such information was 
recorded for this study when it was available from the lenders whose 
records were examined. Information was recorded concerning only 
those applicants who were successful in obtaining the loan. This 
information is presented in Table 24. 

All of the principal consumer lending institutions made more 
than two-thirds of their loans to present or former borrowers. 
Commercial banks and credit unions made slightly more than 
two-thirds of their loans to present or former borrowers, while 
personal finance companies made 79 per cent of their loans to present 
or former borrowers. 
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TABLE 24—Number and Per Cent of Consumer Instalment Loans by the 
Principal Types of Consumer Instalment Lending Institutions, 
by Source of Applications, 1950 and 1951 


Source of 
Borrowers 

Consumer Finance 
Companies 1 

Commercial 

Banks’ 1 

Credit 

Unions 0 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

New Borrowers: 







Newspapers 

171,544 

13 56 

2,421 

474 



Direct Mail 

70,085 

5 54 

1,783 

3 49 



Radio and Television 

48,959 

3 87 

1,287 

2 52 



Posters, Car Cards, and 







Window Displays 

68,314 

5 40 

2,146 

4 20 



Telephone Directories 

34,410 

2 72 

31 

.06 



Instalment Sales Conver- 







sions or Referred from 







another Department of 







Organization 

80,079 

6 33 

1,803 

3.53 



Referred by Present or 







Former Borrowers 

539,302 

42.63 

21,817 a 

42.71 a 



Merchant Recommends 

197,605 

15.62 





All Others (includes 







unreported) 

54,778 

4 33 

19,794 

38.75 



Sub-total (New 







Borrowers) 

1,265,076 

100.00 

51,082 

100 00 



New Borrowers 

1,265,076 

20.62 

51,082 

33 28 

3,444 

33 20 

Present Borrowers 

4,011,191 

65 37 

41,190 

26 84 

5,509 

53.11 

Former Borrowers 

859,966 

14.01 

61,203 

39 88 

1,420 

13.69 

Total 

6,136,233 

100.00 

153,475 

100.00 

10,373 

100.00 


* Represented by 15 consumer finance companies. 
b Represented by the personal instalment loans of 11 commercial banks 
c Represented by 3 credit unions. 

4 Includes both classifications, merchant recommends and referred by present or former 
borrower. 


The loan business of consumer finance companies and credit 
unions is marked by a higher rate of refinancing than that of com¬ 
mercial banks. Fully 65 per cent of the borrowers from consumer 
finance companies, and 53 per cent of the borrowers from credit 
unions are present borrowers, while only 27 per cent of the personal 
instalment borrowers from commercial banks are present borrowers. 
This difference is explained largely by the fact that the average in¬ 
come of commercial bank borrowers is sufficient to allow approxi¬ 
mately three out of four to repay the loans before the needs which 
cause borrowing recur. However, borrowers from consumer finance 
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companies have lower average incomes than the borrowers from 
either of the other principal lenders, consequently they would be 
expected to have more frequent occasion to refinance their loans. 

The fact that 53 per cent of the borrowers from credit unions are 
present borrowers largely discounts the charge made by those not 
informed in the consumer instalment lending field that the amount 
of refinancing of loans which consumer finance companies engage 
in is excessive. It is known that credit unions attempt to get their 
borrowers out of debt as soon as possible and most consumer finance 
companies follow a similar policy. It is not surprising tha t borrow¬ 
ers return again and again for additional assistance since the needs 
which cause their borrowing are recurrent. A certain amount of 
refinancing and repeat borrowing is thus unavoidable. 

Connecticut, New York, and New Jersey are the only states 
which require consumer finance companies to submit information 
to the state banking department with respect to repeat borrowing. 
An analysis of 985,718 consumer finance company loans granted in 
Connecticut and New York during 1950 shows 66.4 per cent to be 
present borrowers, 154 per cent to be former borrowers, and 18.2 per 
cent to be new borrowers. 1 This information is almost identical with 
that presented in Table 24 pertaining to the operation of the con¬ 
sumer finance companies included in this investigation. 

New Jersey requires all licensed consumer finance companies to 
maintain a record of the actual number of renewals for each borrow¬ 
er, and annually to submit to the New Jersey State Department of 

TABLE 25—Number and Per Cent of Loans Made to Present Borrowers in 
State of New Jersey, by Number of Renewals, 1950 


Number of 
Renewals 

Number of 
Loans 

Amount of 
Loans 

Previous 
Balance Paid 

Per Cent of 
all Loans 

First Renewals 

63,331 

$17,154,573 

$ 9,453,018 

17.5 

Second Renewals 

38,249 

11,076,299 

6,685,534 

10.5 

Third Renewals 

26,647 

8,046,354 

5,169,489 

7.5 

Fourth or More Renewals 

101,524 

34,485,617 

24,198,975 

27.9 

Total 

229,751 

$70,762,844 

$45,507,018 

633 


Source: Quoted from a letter from the Chief of Consumer Credit Division State of New 
Jersey Department of Banking, dated May 13, 1952. 

1 Report of the Superintendent of Banks for the State of New York, f° r tke year ending 
December 31 , 1950 , p. 34 , and the Annual Report of the Bank Commissioner for the State 
of Connecticut, for the year ending September 30 , 1950 , p. 14 . 
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Banking the number and amount of first, second, third, and fourth 
or more renewals. This information from the State of New Jersey 
Department of Banking for 1950 is shown in Table 25. 

The total n um ber of renewals as a per cent of all loans made by 
consumer finance companies operating in New Jersey was 63.3 P er 
cent as compared to 65.3 per cent for the 15 consumer finance 
companies operating in 35 states as reported in this study in Table 24. 
The n umb er of first renewals accounted for more than one-sixth 
of all loans granted by consumer finance companies operating in 
New Jersey during 1950 and the fourth or more renewals accounted 
for slightly more than one-fourth of all loans. 

It is significant that less than one-third of consumer instalment 
borrowers from each of the principal institutions are new borrowers. 
Nearly one-third of the borrowers from commercial banks and credit 
unions are new borrowers, while approximately one-fifth of the 
borrowers from personal finance companies represent new borrow¬ 
ers. The source of these new borrowers is also shown in Table 24. 
The source of new borrowers was not recorded for credit unions, 
since none of the credit unions represented in this study asks the 
borrower for this information; however, since the majority of credit 
unions advertise very little it is believed that most of the new 
borrowers of credit unions were referred by present or former bor¬ 
rowers. Credit unions are required to confine their lending activity 
to members who are part of a coherent group; therefore, it might be 
presumed that such organization would have no need to advertise. 
Such is not the case, however, when credit unions are formed in 
organizations where thousands of workers are employed. One credit 
union included in this study considers advertising to be quite 
important and attributes its growth in a large measure to its 
advertising program. 

It was found that present and former borrowers referred 42 per 
cent of the new borrowers from consumer finance companies. Local 
merchants and present and former borrowers referred 58 per cent of 
the new borrowers of consumer finance companies, and 43 per cent 
of the new borrowers of commercial banks. The most important 
advertising media, as measured by the number of borrowers who 
stated that a particular media attracted them to the lender for both 
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consumer finance companies and commercial banks, consisted of 
newspapers. Instalment sales conversions accounted for 6 per cent 
of the new borrowers of consumer finance companies. It should be 
noted that the classification “all other sources” which included those 
new borrowers where the source was not stated was very large. This 
was unavoidable since the source was not recorded for more than 
one-fourth of the new borrowers. 

In exploring the source of applications for consumer instalment 
loans it is of interest to record the experience of one consumer finance 
company with respect to the period of time between the date of 
discharge by a borrower of his loan obligation and the date when the 
same borrower makes a new loan. This study, made in 1951, covered 
a total sample of 6,244 former borrowers who had returned to one 
of the company’s 50 branch offices located in Indiana, Illinois, Ken¬ 
tucky, and Virginia to obtain another consumer instalment loan. 
The study had the objective of determining how long the company 
should solicit a former borrower by direct mail advertising. The 
offices of the company were classified by the number of years in 
operation; ten years or more, five to ten years, and three to ten 
years; offices open less than three years are reflected only in the total 
of the 50 offices. The results of this study are shown in Table 26. 


TABLE 26 —The Per Cent of Former Borrowers from a Consumer Finance 
Company with 50 Offices, by Specified Time Periods 
Between Borrowings, 1951 
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Approximately 75 per cent of those former borrowers who re¬ 
turned to this company for another loan did so within twelve 
months. Fifty-six per cent of those returning for another loan did 
so within six months. Loan accounts which were active more than 
36 months previously, accounted for only 8 per cent of the former 
borrowers requesting a new loan. The loan offices that had been 
opened 10 years or more showed only slightly higher activity in the 
older accounts than the more recently opened offices. The percentage 
difference is so small that it is not significant. 

This company reached the conclusion, based on the above find¬ 
ings, tha t time, energy, and money was wasted in soliciting former 
borrowers whose loan had been paid three or more years previously. 
The company further decided that a former borrower whose loan 
had been paid within a year should be solicited more frequently than 
a borrower who had not applied for a loan in a period of one to 
three years. Before the company made this study, it had actively 
solicited by direct mail former borrowers who had received loans as 
long as ten years previously. 

Intended Use of Loan Funds 

The purpose of the loan as stated by the borrower in the loan 
application has been accepted in this study as the actual intended use 
of loan funds. In some instances the borrower may have concealed 
the true purpose of the loan; however, it is believed that those were 
the exceptional cases and that in most instances the intended use 
as stated by the borrower is approximately correct. 

A classification of loans according to the intended use of the 
funds not only serves to indicate the various uses for which loans are 
extended, but it also suggests the dominant types of needs or emerg¬ 
ency situations that are immediately responsible for consumer instal¬ 
ment borrowing. Distribution of approximately seven million 
consumer instalment loans by the intended use of loan funds is pre¬ 
sented in Table 27 and Chart 19. “Consolidation of overdue obliga¬ 
tions” accounts for the largest proportion of loans granted by com¬ 
mercial banks and by consumer finance companies. In the credit 
union field, “consolidation of overdue obligations” was recorded as 
the second most important use of loan funds. The most important 
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TABLE 27—Number and Per Cent o£ Loans Made by the Principal Types of 
Consumer Instalment Lending Institutions, by Intended Use 
of Loan Funds, 1950 and 1951 


Intended Use 

Consumer Finance 
Companies' 1 

Commercial 

Banks b 

Credit 

Unions® 


Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Number of 
Loans 

Per 

Cent 

Pay a consumer finance 







company loan 

52,388 a 

.79 

4,525 

1 96 

1,834 

616 

Consolidate overdue bills 

1,815,816 

27.24 

56,918 

24.70 

3,283 

11.03 

Refinance present note 

225,630 

3.38 

6,323 

2.74 

758 

2.55 

Medical, hospital, dental, 







funeral 

1,260,457 

18.91 

33,783 

14.66 

3,146 

10.57 

Clothing, food, rent. 







fuel, moving 

678,728 

10.18 

21,566 

9 36 

1,413 

4.75 

Taxes, mortgage, interest, 







insurance 

386,770 

5.80 

7,956 

3.45 

699 

2.35 

Home furnishings and 







appliances 

179,464 

2.69 

15,569 

6 76 

2,647 

8.90 

Travel, vacation, 







education 

480,355 

7.21 

6,755 

2.93 

958 

3.22 

Automobile expense 

263,512 

3.95 

12,153 

5.27 

6,036 

20.29 

Home repair and 







improvement 

514,238 

7.71 

7,009 

3 05 

1,965 

6.60 

Business needs 

236,177 

3.54 

15,592 

6.77 

393 

1.32 

Buying home or real estate 

1,401 

.02 

905 

.39 

1,450 

4.87 

Assist relatives 

247,349 

3.71 

383 

.17 

148 

.50 

Miscellaneous 

324,539 

4 87 

41,009 

17.79 

5,026 

16.89 

Total 

6,666,824 

100.00 

230,446 

100.00 

29,756 

100.00 


a Represented by 14 consumer finance companies. 

b Represented by the personal instalment loans of 17 commercial banks. 
c Represented by 6 credit unions. 
d To liquidate another consumer finance company loan. 


use being “automobile expense.” The second most frequendy stated 
purpose for loans from consumer finance companies and commercial 
banks, and the third in importance as stated by the borrowers from 
credit unions, was “medical, hospital, dental, or funeral expense.” 

The rather broad classification “clothing, food, rent, fuel, and 
moving expense” accounts for approximately io per cent of all loans 
granted by consumer finance companies and by commercial banks, 
but for less than 5 per cent of the loans granted by credit unions. 
“Home repair and improvement” was also an important use of loan 
funds by borrowers from consumer finance companies and credit 
unions, but was relatively unimportant for personal instalment bor- 
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rowers from commercial banks. This is explained by the fact that 
most commercial banks handle “home repair and improvement 
loans” in a separate department rather than in the personal loan 
department, unless the loan amount is relatively small. 

The classification “miscellaneous uses” accounted for approxi¬ 
mately 17 per cent of all personal instalment loans extended by 
commercial banks and credit unions, indicating that these lenders 
do not require as careful a statement of reasons for borrowing as do 
consumer finance companies. “Miscellaneous uses” accounted for 
less than 5 per cent of the loans made by consumer finance com¬ 
panies. 1 

Of the fourteen classifications presented in Table 27, the smallest 
number of loans granted by both commercial banks and credit unions 
was for the “assistance of relatives.” The least important purpose for 
loans as stated by the borrowers from consumer finance companies 
was the classification “buying home or real estate.” This was also 
a relatively unimportant reason for borrowing from commercial 
banks, but accounted for nearly 5 per cent of all credit union loans 
examined. 

Promotional Values of Information 
on Intended Use of Loans 

Many of the larger instalment lenders have made extensive 
use of data on the distribution of consumer loans by intended use of 
loan funds in the direction of their advertising programs. Further¬ 
more, careful examination of purposes by months for which loans 
are made has assisted some lenders in planning effective seasonal 
advertising programs. In order that an analysis by months of the 
intended use of consumer instalment loan funds may be made, data 
are presented in Table 28 which includes all loans made during 1950 
by one large consumer finance company which for that year was 
operating approximately 200 offices located in 19 states. It may be 
observed that some of the purposes for which loans were made 
remained relatively constant during 1950; however, most of the 
classifications were affected, in different degrees, by seasonal factors. 
To illustrate this seasonal variation, the classification “vacations” 
ranked 13th in importance in January, February, and March, 12th in 



TABLE 28—Amount of Loans Made by One Large Consumer Finance Company, by Months, by Intended 

Use of Loan Funds by Borrowers, 1950 
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Source: Obtained from a consumer finance company which was operating more than 200 offices located in 19 states during 1950. 
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April, 7th in May, 2nd in June, and accounted for more dollar 
volume than any other stated purpose during the month of July. 
The significance of this fluctuation lies in the fact that most adver¬ 
tising programs stressing consumer instalment loans for vacation 
purposes are not initiated until late in the month of June. Following 
this analysis by months of intended use of loan funds, this company 
starts its advertising program stressing vacation loans in late April. 

There are several other seasonal variations shown in Table 28 
worthy of observation. Even such an obscure purpose as “assistance 
to relatives,” typically in 10th or nth standing for this company, 
advanced to 5th place in December. It would seem that sentimental 
reasons near Christmas would account for a large part of this 
advance. The necessity for clothing and heating preparations for the 
colder months and the increase in sickness, particularly among older 
persons who are less able to withstand the colder temperatures, would 
also account for a large portion of the increase in such loans. Loans 
made for educational purposes accounted for the smallest volume 
of the twenty-two purposes listed during several months. During 
August and September the volume of loans made for educational 
purposes more than tripled. It is important that this increase occurs 
in August, when preparations are being made for school, rather 
than in September when most lenders stress this purpose in their 
advertising programs. 

Relation of Intended Use to Size of Loan 

Table 29 and Chart 20 have been constructed to show the com¬ 
parative amounts borrowed for different purposes. The largest loans 
made by commercial banks were negotiated by those desiring to 
use the money for business purposes. Such loans are clearly not 
consumer instalment loans; however, they were so classified by the 
commercial banks. It has previously been pointed out that the loans 
made for “business purposes” were not included in this study when 
comparison was made of the loan volume of the principal consumer 
instalment lenders. 

The largest loans granted by consumer finance companies were 
for the purpose of paying another consumer finance company loan. 
Although the average size of loan made by consumer finance 
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TABLE 29—Average Size o£ Loan Made by Consumer Finance Companies 
and Commercial Banks, by Intended Use o£ Loan, 1951 



Average Size Loan 

Intended Use 

Consumer Finance 

Commercial 


Companies* 1 

Banks* 

Pay a personal finance company loan® 

$408.74 

$ 489.00 

Consolidate overdue bills 

272.99 

440.19 

Re-finance present note 

286 66 

509.02 

Medical, hospital, dental, funeral 

298.00 

335.63 

Clothing, food, rent, fuel, moving 

248.03 

391.15 

Taxes, mortgage, interest, insurance 

283.16 

474.29 

Home furnishings and appliances 

260 10 

410.89 

Travel, vacation, education 

252.31 

423.97 

Automobile expense 

330 77 

475.49 

Home repairs and improvement 

282.11 

575.67 

Business needs 

362.23 

1,100.92 

Assist relatives 

251.70 

437.64 

Miscellaneous 

280.43 

600.03 


a Representating 1,203,068 loans made by 4 consumer finance companies during 1951. 
b Representing 46,354 personal instalment loans made by 2 commercial banks during 
1951. 

e To liquidate another consumer finance company loan. 


companies for this latter purpose was larger than any other classifi¬ 
cation, such loans accounted for less than one per cent of all consumer 
finance company loans, as shown in Table 27. The second largest 
average size of loan made by consumer finance companies was for 
business purposes, while their third largest average size loan was for 
automobile expense. Average size loans for medical purposes were 
the fourth largest loans made by consumer finance companies, while 
such loans were the smallest average loans made by commercial 
banks; nevertheless, commercial bank medical loans were approxi¬ 
mately $40 larger than consumer finance company medical loans. 
The smallest loans made by consumer finance companies were for 
clothing, food, rent, fuel, or moving expense. 

The average size consumer instalment loan for consumer finance 
companies by the intended use of loan funds ranged from $248.03 to 
$408.74, and for commercial banks from $335-^3 t0 §575-67- Knowl¬ 
edge of the average size of loan by intended use of loan funds permits 
the ins titutions to direct their lending activity to the more profitable 
l oans . To be sure, the larger loans would tend to be more profitable 
for most lenders. On the other hand, consumer finance companies 
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CHART 20—Average Size of Loan, by Intended Use of Loan Funds, 
Consumer Finance Companies, and Commercial Banks, 1951 


Intended Use 


Pay personal finance 
company loan 

Consolida te 
overdue bills 


Refinanee present 
not e 


Medical, hospital, 
dental, funeral 

Clothing, food, 
rent, fuel, 
moving expense 

Taxes, mortgage, 

interest, insurance 

Home furnishings 
and appliances 


Travel, vocation, 
education 


Automobile expense 


Home repair and 
improvement 


Business needs 


Assist relatives 


Miscellaneous 


Average Size of Loan 



0 $200 $400 $600 *800 


Source-Table 2$ 


with limited resources would favor loans not exceeding the amount 
upon which the small loan rates would apply. 


Broad Implications to be Drawn from 
Intended Use of Loan Analysis 

It is signficant to point out that a majority of consumer instalment 



USE OF FUNDS BY APPLICANTS 


95 


loans do not create additional debts. In most cases the need for 
financial assistance exists before the family or the individual makes 
application for a loan. The fact can be gleaned from the data in 
Table 27, which gives the distribution of loans by intended use of 
loan funds, that approximately 75 per cent of all consumer finance 
company loans and the personal instalment loans made by com¬ 
mercial banks enable the borrowers to discharge existing obligations. 
The same is true of more than one-half of the loans made by credit 
unions. 

Another equally important fact is that every dollar loaned in the 
consumer instalment loan market immediately finds its way into 
trade channels. Whether the loan is used to consolidate overdue 
obligations, to finance immediate obligations, or for other purposes, 
the money adds its impetus to the business currents of the commu¬ 
nity, and the whole economy feels the effect of the transaction. 

Some economists have indicated that consumer instalment loans 
have an inflationary effect on our economy. The statement that the 
whole economy appreciates the effects of consumer instalment loan 
transactions is not intended to imply that such loans are inflationary. 
Certainly, the merchants who are able to liquidate overdue obliga¬ 
tions benefit from such loans, but it does not follow that such loans 
have an inflationary effect. It has previously been shown that ap¬ 
proximately three-fourths of all consumer instalment loans are for 
the purpose of meeting almost unavoidable expenses. It seems 
unlikely that borrowing for such purposes tends to increase either 
the total demand for goods or the volume of deposits in commercial 
banks. 

Borrowing by one individual from another does not have an 
inflati onary effect. This is actually what takes place in the case of 
practically all credit union lending; the workers are borrowing from 
their fellow employees. In like manner, consumer finance companies 
obtain a large portion of their loan funds by the sale of stock. Such 
ostensible borrowing does not increase the amount of demand 
deposits or of money in circulation. 

Factual evidence points definitely to a negative conclusion regard¬ 
ing the inflationary effects of consumer instalment lending. In 
Chapter II annual data were presented showing the relationship of 
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consumer instalment loans and national income. Net increases or 
decreases from year to year in consumer instalment loans outstand¬ 
ing are so small as compared with national income that they must 
be considered of very minor importance. Consumer instalment 
loans, and for that matter the entire field of consumer credit, ac¬ 
companies cyclical movements in general business activity rather 
than causing business fluctuations. 

Although there are differences in opinion regarding the im¬ 
portance of consumer credit in economic fluctuations, the weight 
of opinion is that its influence is limited. Data compiled by Holt- 
hausen, 2 commented on by Cox, 3 and adapted by Haberler, 4 illustrate 
the view that consumer credit fluctuations are not as important as 
some economists have believed. Beckman’s more recent studies 5 
bear out these earlier conclusions. 

*Holthausen, D. M., The Volume of Consumer Instalment Credit, 7929 - 1955 . (New 
York: National Bureau of Economic Research, 1940 ), p. 101 . 

8 Cox, Reavis, The 'Economics of Instalment Buying . (New York: The Ronald Press 
Company, 1948 ), p. 414 . 

4 Haberler, Gottfried, Consumer Instalment Credit and Economic Fluctuations . (New 
York: National Bureau of Economic Research, 1942 ), p. 149 

6 Beckman, T. N., “Federal Regulanon of Consumer Credit,” Fioceedings of the National 
Conference on Consumer Credit, 1948 and 1952 . 



CHAPTER VI 


ANALYSIS OF LOAN ACCOUNTS CHARGED OFF 

AS LOSSES 

Many persons hold to the erroneous belief that the field of 
consumer instalment loans is marked by a high proportion of loans 
which must be charged off as losses since the borrowers either can not 
or will not repay their obligations. Such is not the case. With every 
institution included in this study, less than one per cent of consumer 
instalment loans had been charged off as losses. For this reason, an 
examination of loan accounts charged off as losses concerns only a 
very small percentage of the consumer instalment loans granted by 
the principal lending institutions. This analysis was made, never¬ 
theless, in anticipation of uncovering factors which may deserve 
more careful attention by lenders in the field of consumer instalment 
financing. For purposes of the detailed analysis presented in this 
chapter, data were used for all of the institutions included in the 
basic analysis of loans made for which they were available and usable. 
Thus, except for the over-all data secured from regulatory agencies, 
the sample is confined to some or all of the institutions used for the 
main analysis as presented in earlier chapters. 

Loans Charged Off as Losses by 
Consumer Finance Companies 

Consumer finance companies operating in 16 states charged off 
an average of only 1.44 per cent of the total number of loans and 
1.03 per cent of the total amount of loans made during 1950—the 
year covered by these data. This information, by states, is presented 
in Table 30. These figures include loans made by all consumer 
finance companies and are not limited to the large multi-unit or¬ 
ganizations which are the particular subject of the investigation 
and analysis presented in this chapter. It would be expected that 
these percentages would be slightly higher than for multi-unit or¬ 
ganizations since the latter presumably operate somewhat more 
efficiently than all consumer finance companies taken as a whole. 
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TABLE 30—Number and Amount of Consumer Instalment Loans Charged 
Off, as Percentages of the Number and Amount of Loans Made by 
Consumer Finance Companies in Sixteen States, by States, 1950 


State 

Per Cent of Total 
Number Granted 
Charged Off 

Per Cent of Total 
Amount Loaned 
Charged Off 

California 


1.15 

Colorado 

2.42 

1.63 

Connecticut 

154 

.91 

Idaho 

1 31 

86 

Illinois 

1.41 

.86 

Indiana 

1 30 

87 

Iowa 

1 88 

106 

Kentucky 

1.55 

1.27 

Michigan 

1 11 

.66 

Minnesota 

158 

1.23 

Oregon 

.87 

UO 

Vermont 

1 22 

74 

Virginia 

1.75 

1.24 

Washington 

129 

.91 

West Virginia 

151 

1.32 

Wisconsin 

.93 

.60 

Average Per Cent 

1.44 

1.03 


Source: Annual Report of State Regulator)' Agency. 

After it is demonstrated that a very small percentage of accounts 
is charged off as loss, the explanation is sometimes given by those 
uninitiated to the consumer credit field that consumer instalment 
lenders “hound the poor borrowers to death” to collect the account 
and that explains the small losses. Again, this is contrary to the 
facts. It is believed that only two institutions included in this study 
follow a collection policy which is probably too strict for the best 
interests of the borrowers. From the experience of other consumer 
instalment lenders it is obvious that too strict a collection policy is 
unnecessary and also works to the disadvantage of the lender. One 
of the two institutions which possibly followed too strict a collection 
procedure was a commercial bank and the other was a consumer 
finance company. These two companies do not engage in practices 
which could be referred to as “unscrupulous,” only unwise. The 
executives of both institutions felt that rigid standards had to be 
maintained or the borrower would take advantage of the company. 
Such fears have not been borne out in the case of the other institu¬ 
tions included in this study. 
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Suits, Possessions, and Sale of Chattels by 
Consumer Finance Companies 

Table 31 presents an analysis of the cases in which legal remedies 
were used as a method of collection by consumer finance companies 
operating in 17 states during 1950. These are the only states in which 
such information is required to be submitted by such companies, and 
is published by the supervisory agencies in the respective states. In 
these 17 states consumer finance companies made more than five 
million loans, yet instituted less than 21,000 suits, representing only 
four-tenths of one per cent of their loans. Of the 21,000 suits 
instituted, approximately one-third were settled before judgment was 
rendered. 

In only 10,915 cases was it necessary to gain possession of chattels 
which had been pledged as security by the borrowers, representing 
only one out of every 477 loans made in these states. Seventy-seven 
per cent of these possessions was on automobiles. The necessity of 
maintaining community good-will makes possession and sale of 
chattels a hazardous policy. The low resale value of chattels, espe¬ 
cially household goods, also causes the lender to avoid foreclosure 
whenever possible. With respect to the sale of all types of chattels, 
consumer finance companies realized, on the average, only 55 per 
cent of the amount due on the loan in those cases where the chattels 
were sold by the licensees. 

Consumer finance companies do not resort to legal remedies for 
collection of their consumer instalment loans except in very few 
instances. Those who believe that consumer instalment lenders must 
exert extreme pressures on borrowers for collection of loans do not 
fully understand the consumer lending business nor do they appre¬ 
ciate the basic honesty and integrity of their fellow citizens. 

LOANS CHARGED OFF AS LOSSES 

Scope and Methods of Analysis of Loans 
Charged Off as Losses 

The practice followed in charging off loans as losses varies widely 
among lenders. A company which is extremely reluctant to write off 
a bad debt will show many uncollectible accounts. The more ex- 
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Source, Annual reports by state supervisory agencies. 

a A borrower’s account may appear under any one or all four of the classifications above. 
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perienced lenders do not carry delinquent accounts as assets for any 
extended period, since delinquency expenses are often greater than 
the amount involved in the account charged off as a loss. In this 
study, all accounts charged off as losses involved loans which had 
entailed serious collection difficulties and in practically all cases were 
delinquent 90 days or more at the time of the charge-off. In a few 
instances loans were charged to profit and loss because of a change 
in the status of the borrower which definitely presaged a long 
interruption or a complete breakdown of the principal payments. 
An e xam ple of the latter would be the death of the borrower leaving 
no one legally responsible for the debt. Many institutions charged 
off consumer instalment loans upon the death of the husband and 
notified the wife that the loan had been cancelled. 

In the examination of loan accounts which had been charged off 
as losses, 23,282 such loans were included. This analysis represents 
the total actual number of loans charged to profit and loss by those 
institutions included and was not conducted on a sampling basis. In 
the case of all companies, except for two institutions which had re¬ 
tained their International Business Machine cards for charged-off 
accounts, manual tabulation of data was necessary. The loan ac¬ 
counts analyzed were those accounts which had been charged off 
during 1950 and 1951 and were not necessarily loans that had been 
made during this period. Many of these loans had been made in 
prior years, but the charge-offs occurred during 1950 or 1951. It was 
believed advisable to analyze all loans charged off as losses during 
the period covered in this study rather than to confine the analysis 
which had been made during 1950 and 1951 since many loans 
granted during this period remain active for some time. For all 
factors analyzed, a comparison is made of the percentage of con¬ 
sumer instalment loans granted with the percentage of loans charged 
off as losses. This method of comparison is used in preference to 
ratios of loans charged off to loans granted since the resulting ratios 
would be too small for a proper appreciation of what is intended to 
convey in this analysis. 

Loans Charged Off As Losses 
In Relation to Size of the Loan 

A comparison is made in Table 32 of loans granted by the 
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TABLE 32—Number of Loans Charged Off by the Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made and 
Per Cent of All Loans Charged Off, by Size of Loans, 1950 and 1951 


Consumer Finance Companies Commercial Banks Credit Unions 


Size of Loan 

Per Cent 
All 

Loans a 

Loans 

Charged 

Off b 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans a 

Loans 

Charged 

Off a 

Per Cent 
of Charge 
Offs 

Per Cent 
■\11 

Loans a 

Loans 

Charged 

Off* 

Per Cent 
of Charge 
Ofis 

$ 50.00 or Less 

7 61 

616 

3 02 

.13 

1 

.21 

11.22 

30 

15.46 

50.01- 100 

14 09 

2,620 

12.84 

2.65 

48 

10.48 

20.80 

62 

31.96 

100.01- 150 

13 42 

3,436 

16.83 

12 15 

89 

19 43 

10 09 

18 

9.29 

150.01- 200 j 

12.30 

2,674 

13.10 

10.80 

84 

18.34 

9.94 

28 

14.43 

200.01- 300 

29 59 

6,499 

31.84 

22.46 

85 

18.57 

11.82 

30 

15.47 

300.01- 500 

19 04 

3,170 

15.53 

21.56 

97 

21.18 

14.22 

10 

5.15 

500.01- 750 

2 33 

717 

3 51 

14.16 

29 

6.33 

6.78 

4 

2.06 

750.01-1,000 

1 36 

644 

3.16 

5.86 

7 

1.53 

6.01 

4 

2.06 

Over $1,000 

26 

34 

17 

10 23 

18 

3.93 

9.12 

8 

4.12 

Total 

100.00 

20,410 

100.00 

100.00 

458 

100.00 

100.00 

194 

100.00 


a Table 9. 

b Representing all loans charged to profit and loss by 8 consumer finance companies. 
c Representing all personal instalment loans charged to profit and loss by 6 commercial 
banks. 

d Representing all loans charged to profit and loss by 5 credit unions. 


principal types of consumer instalment lending institutions with 
loans charged off as losses classified on the basis of the size of the 
loan. It would normally be expected that many charge-offs would 
be on loans of $100 or less, since frequendy these accounts represent 
too much risk to justify larger loans. This was true of loans made 
by commercial banks and credit unions but was not true of loans 
made by consumer finance companies. Only 2.78 per cent of the 
personal instalm ent loans made by commercial banks was for $100 
or less, yet 10.69 P er cent °f their charge-offs was caused by such 
loans. These small credit union loans of $100 or less, comprising 
32 per cent of all loans granted by them, accounted for 47.4 per cent 
of the loans charged by them to profit and loss. Of all loans granted 
by consumer finance companies, 22 per cent was for $100 or less; 
however, only 15.8 per cent of their loans charged off as losses was in 
that loan size category. 

The greatest proportion of personal instalment loans of com¬ 
mercial banks which was charged to profit and loss was loans of 
$200 or less. Such loans accounted for only one-fourth of all per¬ 
sonal instalment loans granted by commercial banks, but were 
responsible for nearly one-half of all loans charged off as losses. 
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The same tendency was true of credit unions. Consumer finance 
companies, however, did not charge off a greater proportion of loans 
of $200 or less than the proportion of such loans granted, in each case 
the percentage being 48 per cent of the total. 

It would seem from this information that consumer finance com" 
panies are more adept in the granting and collecting of smaller 
loans. Although credit unions made a larger proportion of loans 
in amounts of $100 or less than did consumer finance companies, 
they experienced an unusually large proportion of their charge-offs 
in this size classification. 

For loans of more than $500, in the case of both commercial banks 
and credit unions, a much smaller proportion of such loans was 
charged to profit and loss than the proportion of such loans granted 
by these two types of institutions. This was not true of the loans 
charged off as losses by consumer finance companies. It is believed 

TAB LE 33—-Number of Loans Charged Off by Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made and Per 
Cent of All Loans Charged Off, by Type of Security, 1950 and 1951 


Consumer Finance Companies Commercial Banks Credit Unions 


Type of 
Security 

Per Cent 
AH 

Loans 4 

Loans 

Charged 

Off b 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans 4 

Loans 

Charged 

Off c 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans 4 

Loans Per Cent 
Charged of Charge 
Off d Offs 

Chattel 










Mortgages: 










Household 










Goods 

43.20 

9,581 

42.39 

5:02 

11 

2.40 

10.63 

32 

14.55 

Automobiles 

14.75 

3,401 

15.05 

12.20 

64 

13.97 

34.70 

34 

15.45 

Other Goods 

4.79 

102 

.45 

1.03 

4 

.87 

.41 



Unsecured 










Notes 

25.62 

9,227 

40.82 

65.27 

344 

75.11 

2.66 

48 

21.82 

Endorsed 










and/or Co¬ 










maker Notes 

4.18 

292 

1.29 

13.15 

35 

7.65 

16.48 

32 

14.55 

Wage Assign- ; 










meats 

6.99 

1 


.01 



29.57 

74 

33.63 

Other Con¬ 










siderations 

.47 



3.32 



5.55 



Total 

100.00 

22,604 

100.00 

100.00 

458 

100.00 

100.00 

220 

100.00 


* Table 16. 

h Representing all loans charged to profit and loss by 9 consumer finance companies. 

* Representing all personal instalment loans charged to profit and loss by 6 commercial 
banks. 

d Representing all loans charged to profit and loss by 6 credit unions. 
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this is largely explained by the partial separation of clientele which 
the three principal types of lenders are serving. Although this 
separation of markets is by no means as distinct as many writers have 
indicated or implied, the fact that the personal instalment borrowers 
of commercial banks, on the average, have monthly incomes much 
higher than the borrowers of consumer finance companies would be 
particularly advantageous in the collection of larger loans. 

Types of Security in Relation to 
Loans Charged Off as Losses 

A comparison by types of security of consumer instalment loans 
granted by the principal types of lending institutions with loans 
charged off as losses is presented in Table 33. From these data it 
is clear that the distribution of charge-offs and the distribution of 
loans granted in each security classification are so similar that it 
is not believed advisable to examine the security factor in detail. 
The s imil arity in the distribution of loans and charge-offs by security 
classifications was particularly true in the case of consumer finance 
companies and commercial banks. With both institutions the only 
deviation worthy of mention is in the classification “unsecured 
notes.” As would be expected, a slightly higher proportion of 
unsecured loans was charged off as losses than the proportion of 
unsecured loans granted. 

In the case of credit union loans charged off as losses, three 
classifications by type of security should be noted. These are: un¬ 
secured notes, chattels on automobiles, and wage assignments. The 
reason unsecured loans deserve attention is because they constitute 
a much larger proportion of charged off loans than they do of loans 
granted by credit unions. With the other principal lenders there was 
a relatively small percentage difference between unsecured loans 
granted and unsecured loans charged off; however, credit unions 
made less than 3 per cent of their loans on an unsecured basis, yet 
22 per cent of their charge-offs was caused by such loans. 

Regarding “chattel mortgages on automobiles,” credit unions had 
excellent experience. Each type of lending institution charged off 
an approximately equal proportion of loans secured by chattels on 
automobiles; however, credit unions granted more than twice as 
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large a proportion of their loans secured by chattels on automobiles 
as did the other lenders. It is also interesting that one-third of the 
loans charged off by credit unions was secured by wage assignments. 
In many cases where charge-offs were necessary, the borrowers had 
left their former jobs and the credit unions were unable to collect the 
accounts in spite of the wage assignment. 

Contractual Maturity in Relation to 
Loans Charged Off as Losses 

A classification by contractual maturity of loans granted by the 
principal types of consumer instalment lending institutions and loans 
which had been charged to profit and loss is presented in Table 34. 


TABLE 34—Number of Loans Charged Off by Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made and Per 
Cent of All Loans Charged Off, by Length of Loan Contract, 1950 and 1951 



Consumer Finance Companies 

Commercial Banks 

Credit Unions 

Length of 
Loan Contract 

Per Cent 
All 

Loans a 

Loans 

Charged 

Off b 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans a 

Loans 

Charged 

Off e 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans 11 

Loans Per Cent 
Charged of Charge 
Off* Offs 

6 Months 










or Less 

3.11 

877 

5 00 

4.26 

59 

12 61 

33.37 

68 

30.91 

7-11 Months 

1.64 

473 

2.70 

1.27 

45 

9.61 

18.87 

72 

32.73 

12 Months 

8 45 

2,985 

17 03 

63.64 

269 

57.48 

9.76 

40 

18.18 

13-18 Months 
19 Months and 

54 56 

5,465 

31 17 

26.97 

87 

18 59 

28.02 

32 

14.54 

Longer 

Terms 

32 24 

7,731 

44.10 

3.86 

8 

1.71 

9.98 

8 

3.64 

Total 

100.00 

17,531 

100.00 

100.00 

468 

100.00 

100.00 

220 

100.00 


a Tablel8. 

b Representing all loans charged to profit and loss by 7 consumer finance companies. 

c Representing all personal instalment loans charged to profit and loss by 7 commercial 
banks. 

d Representing all loans charged to profit and loss by 6 credit unions. 

It is apparent that the length of the loan contract is not a major factor 
in the granting of consumer instalment loans nor is it an important 
factor in the matter of charge-offs. Other factors seem to be much 
more important than length of loan contract. 

As an over-all picture, the three principal types of consumer 
instalment lending institutions followed the same general pattern 
with respect to their charge-off experience in terms of contractual 
maturity of loans. A greater proportion of loans having contractual 
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maturities of less than 12 months was charged off as loss as compared 
to the proportion of such loans granted. This is explained by the fact 
that the shorter maturity classifications are usually associated with 
smaller loans and quite often, poorer credit risks. 

Consumer finance companies and credit unions also had a higher 
ratio of charge-offs as compared to the ratio of loans granted for 
loans having a 12-month length of loan contract. For all loans of 
12 months or longer, commercial banks had a smaller ratio of charge- 
offs contrasted with the percentage distribution of such loans. In 
the i3-to-i8-month maturity classification the experience of each type 
of lender was similar in that a smaller proportion of these loans was 
charged off as loss than the proportion of such loans granted. In the 
maturity classification, 19 months and longer, consumer finance 
companies did not have as favorable experience as the other lenders. 

The Occupation of Borrowers in Relation to 
Loans Charged Off as Losses 

A comparison of the occupation of borrowers of consumer instal¬ 
ment loan funds with the occupation of borrowers of loans charged 
to profit and loss is presented in Table 35. For loans of consumer 
finance companies classified by occupation of borrowers the per¬ 
centage distribution of charge-offs in each category is almost identical 
with the percentage distribution of all consumer finance company 
loans. In only two classifications was there a difference of more than 
three percentage points. Proportionately fewer loans were charged 
off in the occupation group of craftsmen, foremen, and kindred 
workers and proportionately more loans were charged off in the 
occupation group of managers, officials, and proprietors than was 
true of the percentage distribution of loans granted to these two 
groups. 

There were wider variations observed in several of the occupation 
classifications of borrowers from both commercial banks and credit 
unions than was true of the borrowers of consumer finance com¬ 
panies. Although there were five occupational groups in which 
differences of more than 3 percentage points are noted between the 
percentage distribution of charge-offs and all loans granted by com¬ 
mercial banks, in only two groups is the variation significant. These 



TABLE 35 Number of Loans Charged Off by Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made and Per 
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occupation groups were (i) craftsmen, foremen, and kindred work¬ 
ers, and (2) operatives and kindred workers. In the craftsmen 
classification, commercial banks had excellent experience. In the 
operatives occupational group, commercial banks sustained more 
than one-third of their charge-offs even though this group comprised 
only one-tenth of their personal instalment borrowers. This latter 
tendency was experienced by neither of the other types of principal 
lenders. This particular deviation was greater than in the case of any 
occupation classification for the three principal types of lenders. 
This fact should be an indication to the loan officials of personal 
instalment loan departments of commercial banks that the loan 
applications of operatives and kindred workers should be reviewed 
with more care. 

With respect to the accounts charged off as losses by credit unions 
classified by occupation of borrowers, only four groups deserve atten¬ 
tion. These occupation groups are (1) craftsmen, foremen, and 
kindred workers, (2) operatives and kindred workers, (3) laborers, 
and (4) service workers. In the first two groups, the craftsmen 
group and the operative group, approximately 10 per cent fewer 
loans had to be charged off as losses, as compared to the proportion 
of loans granted to these workers, whereas the reverse was true in 
the other two occupational groups consisting of laborers and service 
workers. It might behoove credit union officials to review loan 
applications of laborers and service workers more carefully. 

The only occupational group in which the charge-off experience 
followed the same pattern for the three principal types of lenders 
was in the case of craftsmen, foremen, and kindred workers. Each 
type of lender had excellent experience with these skilled workers, 
judging by the small number of charge-offs that were necessitated. 
In all other occupation classifications differences were observed 
among the principal lenders, although the deviations in most in¬ 
stances were not substantial. 

The Monthly Income of Borrowers in Relation 
to Loans Charged Off as Losses 

A comparison of the monthly income of borrowers of consumer 
ins talmen t loan funds with the monthly income of borrowers of 
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TABLE 36—Number of Loans Charged Off by Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made 
and Per Cent of All Loans Charged Off, by Monthly 

Income of Borrowers, 1950 and 1951 _ 


Consumer Finance Companies Commercial Banks 


Monthly 

Income 

Per Cent 
All 

Loans a 

Loans 

Charged 

Off b 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans' 1 

Loans 

Charged 

Off c 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans' 1 

Loans 

Charged 

Off d 

Per Cent 
of Charge 
Offs 

$ 00 01—SX00 

101 

637 

3 27 

.19 

6 

1 88 

.04 


4 12 

100 01- 150 

402 

1,860 

9 54 

2 10 

16 

5 00 

82 

8 

150.01- 200 

13 95 

4,886 

25 07 

7 86 

52 

16.25 

15.17 

46 

23 71 

200.01- 250 1 

20 74 

4,561 

23 40 

13 67 

55 

17.19 

26 85 

64 

32 99 

250 01- 300 ! 

23 64 

3,563 

18.28 

20 68 

54 

16.87 

27 91 

62 

31 96 

300.01- 400 

22 35 

2,486 

12.76 

25 48 

57 

17.81 

22 24 

10 

5.16 

400.01- 600 

1188 

1,111 

5 70 

20 65 

55 

17.19 

5 86 

2 

1.03 

Over $600 

2 35 

129 

66 

6 33 

16 

5.00 

1 11 

2 

1.03 

Not Reported 

06 

256 

132 

3 04 

9 

2.81 




Total 

100.00 

19,489 

100.00 

100.00 

320 

100.00 

100.00 

194 

100.00 


® Table 19. 

b Representing 1 all loans charged to profit and loss by 8 consumer finance companies. 

c Representing all personal instalment loans charged to piofit and loss by 5 commeicial 
banks. 

d Representing all loans charged to profit and loss by 5 credit unions 

loans charged to profit and loss is presented in Table 36. As would 
be expected, a much smaller proportion of charge-offs occurred in 
the higher than in the lower income groups. This fact is more strik¬ 
ing when compared to the percentage of loans granted to the higher 
income groups. A change in the trend of the ratio of loans charged 
off as losses compared to the ratio of loans granted occurred near the 
monthly income of $250 for the borrowers of consumer finance 
companies and commercial banks, and near the monthly income 
of $300 for the borrowers of credit unions. Loans to borrowers above 
these monthly incomes had a much smaller proportion of charge-offs 
as compared to the proportion of such loans granted. 

Each of the principal lenders had the best experience, as measured 
by the ratio of loans charged off compared to the ratio of loans 
granted, in the monthly income classification I300.1 to $400. Credit 
unons had exceptional experience with this group of borrowers; a 
difference of 17.08 percentage points was recorded between the pro¬ 
portion of loans granted and the proportion of loans charged off in 
this income classification. 

It is interesting to note that approximately the same number of 
commercial bank loans was charged off as losses in each of five 
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monthly income classifications. These included borrowers with 
monthly incomes of more than $150 up to and including monthly 
incomes of $600. Unless a comparison is made of the proportion of 
charge-offs and loans granted by commercial banks in each of these 
income classifications, one might conclude that the monthly income 
of the borrower is not an important factor in the selection of credit 
risks. To be sure, this is not the case. Most of the personal instal¬ 
ment loans granted by commercial banks were to borrowers in the 
higher income groups while the majority of loans charged off were 
loans granted to the lower income borrowers. The monthly income 
of the borrower should be a major factor in the selection of credit 
risks by all consumer instalment lending institutions since the 
monthly income primarily determines the ability of the borrower 
to repay the loan. 


The Age of Borrowers in Relation to Loans 
Charged Off as Losses 

A comparison of consumer instalment loan funds, by age of 
borrowers, with the loan amounts charged to profit and loss, also by 
age of the borrowers, is presented in Table 37. In each age classifica- 

TABLE 37—Number of Loans Charged Off by Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made and Per 
Cent of All Loans Charged Off, by Age of Borrowers, 1950 and 1951 


Consumer Finance Companies Commercial Banks Credit Unions 


Age of 
Borrower 

Per Cent 
All 

Loans* 1 

Loans 

Charged 

Off b 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans 1 * 

Loans 

Charged 

Off*- 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans** 

Loans 

Charged 

Off d 

Per C<"nr 
of Charge 
Offs 

Under 21 

11 



.01 



4 61 

4 

2 53 

21-25 

10 97 

1,080 

18 46 

6 62 

51 

12.78 

19.02 

30 

18 99 

26-30 

19 23 

1,260 

21.54 

13 90 

74 

18 55 

16 50 

44 

27.85 

31-35 

17 56 

1,080 

18.46 

16 60 

69 

17.29 

20 29 

26 

16 46 

36-40 

14 82 

825 

14.10 

15.23 

55 

13 78 

12 90 

22 

13.92 

41-45 

12 16 

580 

9.92 

15.04 

45 

11 29 

6 48 

6 

3.80 

46-50 

10.63 

415 

7 09 

14 62 

25 

6 27 

8 22 

12 

7 59 

51-55 

7 78 

290 

4.96 

9.43 

40 

10 02 

7 12 

10 

6 33 

56-60 

491 

225 

3.85 

6.07 

20 

5 01 

3.65 

4 

2 53 

Over 60 Yrs. 

1 83 

95 

1 62 

2.48 

20 

501 

1.21 



Total 

100.00 

5,850 

100.00 

100.00 

399 

TOO 00 

100 00 

158 

100.00 


a Table 26 

Representing all loans charged to profit and loss by 4 consumer finance companies. 
c Representing all personal instalment loans charged to profit and loss bv 6 commercial 
banks. 

d Representing all loans charged to profit and loss by 4 credit unions ' 
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tion shown by the data, the proportion of loans charged off generally 
follows the same pattern as the proportion of loans made by each 
lending institution to the same age grouping. 

As would be expected, a slightly greater proportion of loans was 
charged off than the proportion of loans made to borrowers less than 
36 years of age; front an over-all viewpoint, however, the difference 
is not substantial. Thus, it would seem that the age factor is not 
as significant in the selection of risks as are many of the other 
borrower characteristics. In fact, it would seem to be a factor of no 
or very little significance. 


Table 38—Number of Loans Charged Off by Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made 
and Per Cent of All Loans Charged Off, by Sex and Marital 
Status of Borrowers, 1950 and 1951 


Consumer Finance Companies Commercial Banks Credit Unions 


Sex and 
Marital 

Status 

Per Cent 
All 

Loans* 

Loans 

Charged 

Off b 

Per Cent 
of Charge 
Ofis 

Per Cent 
All 

Loans® 

Loans 

Charged 

Off® 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans* 

Loans 

Charged 

Off d 

Per Cent 
of Charge 
Offs 

Single Men 

13 96 

1,005 

17 18 

9.96 

135 

39.13 

14 74 

44 


Single Women ! 

3 46 

255 

4.36 

15.45 

25 

7.25 

13.32 

36 

16.36 

Married Men 

77.91 

4,460 

76 24 

68.08 

180 

52.17 

62 62 

102 

46.37 

Married Women 

4 67 

130 

2.22 

6.51 

5 

1.45 

9.32 

38 

17.27 

Total 

100.00 

5,850 

100.00 

100.00 

345 

100.00 

100.00 

220 

100.00 


* Table 23. 

b Representing all loans charged to profit and loss by 4 consumer finance companies. 
c Representing all personal instalment loans charged to profit and loss by 5 commercial 
banks. 

d Representing all loans charged to profit and loss by 6 credit unions. 


Sex and Marital Status in Relation to Loans 
Charged Off as Losses 

With respect to the sex and marital status of borrowers whose 
loans were charged to profit and loss, several interesting facts, as 
well as differences among the principal lerders’ experiences, may 
be detected from the data in Table 38. The consistent facts may 
best be noted first. According to these data, all lenders had excellent 
experiences with married male borrowers as measured by the pro¬ 
portion of such loans charged to profit and loss compared to the 
proportion of such loans granted. All lenders had less favorable 
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experience with single male borrowers. If the single classifications 
for both men and women are combined and the similar married 
classifications are also combined, it would seem that each of the 
principal instalment lenders had far fewer charge-offs as compared 
to the proportion of loans granted to married persons than to single 
persons. Married men appear to be better credit risks than single 
men and, although the tendency is not as pronounced, all married 
borrowers, male and female, appear to be better credit risks than 
single borrowers as a whole. 

A comparison of male and female borrowers reveals that con¬ 
sumer finance companies had slightly better experience with female 
borrowers, commercial banks had much better experience with fe¬ 
male borrowers, while credit unions had better experience with male 
borrowers than with female borrowers. Moreover, the more favor¬ 
able experience in the case of women borrowers from commercial 
banks appears to be statistically significant. 

Intended Use of Borrowed Funds in Relation to Loans 
Charged Off as Losses 

Table 39 presents data based on a classification of loans made by 
the principal types of consumer instalment lending institutions, by 
intended use of the loan funds, comparing loans granted with loans 
charged to profit and loss. In the case of consumer finance com¬ 
panies, in only three classifications were a higher proportion of loans 
charged off as losses than the proportion of loans granted. These 
purposes were (1) refinance present note, (2) automobile expense, 
and (3) pay another consumer finance company loan. In only 3.38 
per cent of loans granted by consumer finance companies was the 
major purpose of the loan to refinance the present loan of the 
borrower, whereas 45.23 per cent of loans charged off as losses by 
consumer finance companies was for this purpose. Very often, the 
refinancing of an existing loan merely involves a change in the re¬ 
payment terms without the lending of new cash. This may account 
for the small proportion of loans (3.38 per cent) made for such a 
purpose. It is possible, however, that the loans in this intended 
use category that were charged off related not only to those in which 
the lending of new cash was involved but also pertained to those 



TABLE 39—Number of Loans Charged Off by Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made 
and Per Cent of All Loans Charged Off, by Intended Use 
of Borrowed Funds, 1950 and 1951 
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c Representing all loans charged to profit and loss by 5 consumer finance companies. 
* Representing all personal instalment loans charged to profit and loss by 6 comme 
d Representing all loans charged to profit and loss by 6 credit unions. 
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others which merely involved a change in terms of repayment. If 
that is-the case, then the two ratios (3.38 per cent and 45.23 per cent) 
are not directly comparable. 

On that part of the loan where no new money was granted by 
consumer finance companies to those borrowers whose major pur¬ 
pose of the new loan was to refinance their present loan, the lenders 
in many cases probably had little if any choice as to the granting 
or refusing of the loan application. It appears, however, that it often 
would be a better policy to grant an extension of time, if such action 
seems necessary, rather than to grant new loan funds when the major 
purpose of the new loan is to refinance the existing loan. 

The pattern of charge-offs for commercial banks and credit unions 
followed rather closely the pattern of loans granted, classified by 
intended use of loan funds. Contrary to the experience of consumer 
finance companies, commercial banks experienced a large number 
of their charge-offs for those loans which had been granted for the 
purpose of consolidation of overdue obligations. Contrary to the 
experience of the other two principal lenders, credit unions charged 
off a higher proportion of loans granted for the purposes of “cloth¬ 
ing, food, rent, fuel, and moving expenses” than the proportion 
of such loans to the total of all loans granted. Credit unions also 
charged off a higher proportion of loans which had been granted 
for the purposes of “medical, hospital, dental, or funeral expense” 
than the proportion of such loans granted. Again, contrary to the 
charge-off experience of consumer finance companies and commer¬ 
cial banks, only 7 per cent of the loans granted by credit unions for 
the purpose of automobile expense was charged off, although one- 
fifth of the loans granted by credit unions was for this purpose. 

Analysis of Loans Charged Off as Losses, 
by New, Present, and Former Borrowers 

Table 40 presents a comparison of new, present, and former 
borrowers of consumer instalment loan funds with the new, present, 
and former borrowers of loans charged to profit and loss by the 
principal types of lending institutions. Each of the principal lenders 
had a higher proportion of charge-offs to new borrowers than the 
proportion of loans granted to such borrowers. This is as might be 
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TABLE 40—Number of Loans Charged Off by Three Types of Consumer 
Instalment Lending Institutions, and Per Cent of All Loans Made 
and Per Cent of All Loans Charged Off, by New, Present, 
and Former Borrowers, 1950 and 1951 


New, 

J Consumer Finance Companies 

Commercial Banks 

Credit Unions 

Present, 
or Former 
Borrower 

Per Cent 
All 

Loans 3 

Loans 

Charged 

Off* 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans 3 

Loans 

Charged 

Off c 

Per Cent 
of Charge 
Offs 

Per Cent 
All 

Loans* 

Loans Per Cent 
Charged of Charge 
Off d Offs 

New 

Borrowers 

20.62 

5,102 

26 33 

33 28 

80 

40 00 

33 20 

108 

53.73 

Present 

Borrowers 

65.37 

12,850 

66 30 

26 84 

90 

45.00 

53.11 

54 

26.87 

Former 

Borrowers 

14.01 

1,429 

7.37 

39 88 

30 

15.00 

13.69 

39 

19.40 

Total 

100.00 

19,381 

100.00 

100.00 

200 

100.00 

100.00 

201 

100.00 


a Tabic 24. 

b Representing all loans charged to profit and loss by 8 consumer finance companies. 

* Representing all personal instalment loans charged to profit and loss by 3 commercial 
banks. 

d Representing all loans charged to profit and loss by 5 credit unions. 

expected, since the lenders have not had previous credit experience 
with new borrowers. 

In the case o£ loans made to present borrowers, consumer finance 
companies had approximately the same ratio of charge-offs as the 
ratio of loans granted to these borrowers. Commercial banks made 
only 27 per cent of their loans to present borrowers; however, 45 
per cent of their charge-offs was caused by these borrowers. The 
experience of credit unions concerning present borrowers was just 
the reverse from that of commercial banks. Credit unions granted 
more than one-half of their loans to present borrowers and only 
one-fourth of their charge-offs was caused by loans to present bor¬ 
rowers. Both consumer finance companies and commercial banks 
had excellent experience concerning the relative ratio of charge-offs 
made to former borrowers, although the experience of credit unions 
was not so favorable. 

CONCLUSION 

Before concluding this chapter it should be emphasized that 
less than one per cent of all consumer instalment loans granted by 
the companies included in this study was charged off as losses. The 
outstanding fact regarding charge-off experience is that under careful 
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loan administration the proportion of consumer instalment loans 
charged off is extremely small for all size loans, for all types of 
security, for all lengths of contract, and for all classes of borrowers. 
This discussion was presented for the purpose of comparing the 
loan characteristics and the characteristics of borrowers of those 
accounts charged off as losses with the corresponding characteristics 
of all loans granted by the principal types of consumer instalment 
lending institutions. 

The major characteristics of the borrowers that have been an¬ 
alyzed are by no means the only important factors that must be taken 
into consideration by loan officials in the granting of consumer in¬ 
stalment loans. For example, two other factors that are very im¬ 
portant are the length of time at present employment and the length 
of time at present address. In the analysis of loans charged to profit 
and loss by the principal types of consumer instalment lending 
institutions, it was found that 34.39 per cent of the charge-offs of 
consumer finance companies, 41.79 per cent of the charge-offs of 
commercial banks, and 53.63 per cent of the charge-offs of credit 
unions, representing loans made to borrowers who had a length of 
present employment of one year or less. It was further revealed that 
55.14 per cent of the charge-offs of consumer finance companies, 
56.25 per cent of the charge-offs of commercial banks, and 75.02 per 
cent of the charge-offs of credit unions represented loans made to 
borrowers who had lived at their present address two years or less. 
Although length of time at present employment and length of time 
at present address were not recorded for all loans granted by the 
principal types of lenders, it was found on the basis of the few com¬ 
panies where this information was recorded that the above per¬ 
centages concerning accounts charged off were considerably higher 
than the proportion of loans granted to such borrowers. 

Any lender who wishes to reduce further the number of charge- 
offs may do so by inaugurating more rigid credit standards which 
will probably result in decreased collection troubles and a smaller 
volume of business. In light of the small ratio of losses, such action 
would not appear to be justified in the present day loan market. If, 
on the other hand, a lender relaxes his credit standards, his collection 
problems increase, but he also enjoys an increase in his volume of 
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loan business. If credit standards are relaxed, the most important 
factor is the effect on profits. Will the increase in volume and gross 
revenue offset the increase in collection problems and the increase 
in accounts charged off as losses? When the credit policy of the 
lender is to be altered, all possible results must be taken into con¬ 
sideration, particularly the effect on net profits. 
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SUMMARY AND CONCLUSIONS 

Consumer credit, like all credit, has often been deemed to repre¬ 
sent “man’s confidence in man.” While frequently repeated, the 
significance of this phrase has been appreciated by relatively few. 
The extension of credit to consumers is a partial explanation of the 
tremendous progress this country has made since the turn of the 
century. The part that consumer credit has played in the advance¬ 
ment of our country cannot be overestimated. The dreams many 
of our European brothers have of a fine home, a new automobile, 
an electrically equipped kitchen, vacation without financial worry, 
are more than dreams for the American youth. For the realization 
of such comforts and pleasures, consumer credit takes its place along¬ 
side such factors as our vast natural resources, our constantly im¬ 
proving factory methods, our free enterprise system, and our insti¬ 
tutions of higher learning. 

Wide Use of Consumer Credit Marks an 
Advanced Stage of Economic Development 

The evolution of business transactions has been described 90 years 
ago by a German economist as involving three stages of develop¬ 
ment: barter, money and credit. 1 The third stage is a late develop¬ 
ment and is much more prevalent in this country than elsewhere. 
This means that throughout the centuries most people were able to 
buy higher priced merchandise only out of their savings, which were 
rarely enough for more than absolute necessities. Many economists 
state that consumer credit creates additional buying power at a 
specific time which automatically reduces buying power at another 
time. This statement may well be questioned because consumers will 
often work harder, produce more, and thereby increase their earnings 
when they have a goal toward which to work. The more important 

1 Hildebrand, Bruno, “Naturalwirthschaft, Geldwirthschaft und Creditwirthschafr,”/^- 
bucher fur Nationalo\onomte und Statist^ Jena, 1864, Vol. 2, pp 1-24. 
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consideration, however, is that by the use of credit, consumers have 
tangible evidence of their spending through the purchase of more 
durable goods. 

Consumer credit, at least some aspects of it, was still considered 
an experiment even as late as the 1930’s, but it was an experiment 
which proved successful in the vast majority of cases. Although the 
majority of the American wage earners cannot save enough cash in 
anticipation of the purchase of desired products, our merchants and 
our workers have learned that many of these products can be pur¬ 
chased out of current income. “Man’s confidence in man,” as applied 
to consumers in a general and liberal manner, has given a new 
impetus to the whole American economy. 

Major Types of Consumer Credit 

Credit used by consumers for their personal needs consists mainly 
of three types: retail charge account credit, instalment sales credit, 
and loans of cash. Cash credit, in turn, comprises single payment 
loans and loans repayable in instalments. For some years, consumer 
instalment loans have tended to become increasingly important in 
our economy. To a significant degree consumer instalment loans 
supplement the other major forms of consumer credit, particularly 
instalment sales credit. The consumer may borrow a part or all of 
the amount required for the purchase of a particular commodity 
from one of the consumer instalment lending institutions. 

Nature and Significance of Consumer 
Cash Instalment Credit 

To those unacquainted with the credit field it is difficult to 
understand the extent of the trust that is being successfully placed 
by sellers in their fellow citizens. The field of consumer instalment 
loans is representative of more confidence being placed in our fellow 
human beings than the other major fields of consumer credit. More 
than one-fourth of all consumer instalment loans are granted on a 
completely unsecured basis. A person may enter many of our finan¬ 
cial institutions and borrow several hundred dollars entirely without 
security if he is a worthy credit risk. Many persons have the erro¬ 
neous impression that a high proportion of such loans must be 
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charged off as losses. The facts are otherwise. Placing of such 
accounts on a carefully planned monthly payment schedule usually 
results in complete repayment of the debt. It is not a high degree 
of uncollectibility that chiefly characterizes the lending of small sums 
of money, but rather the high level of expense incident to such 
activity. 

Cash instalment credit is basically justified by its capacity to 
satisfy human wants. It is used to meet emergencies and other needs 
when current income or accumulated savings fail to provide for 
them. Many borrowers of consumer instalment loans are in urgent 
need of immediate funds in order to cope with emergency situations. 
Such loans must and will be granted. If they are not granted by 
lawful lenders at fair rates of interest they will be granted by illegal 
lenders at unreasonable rates. Instalment credit is of economic utility 
to the consumer because it helps him to stabilize his consumption 
through the process of pledging future income for present satisfac¬ 
tions. 

A large proportion of consumer instalment loans is made for the 
purpose of consolidating overdue obligations. Instead of creating 
new debt, these loans merely convert debts, already incurred, into 
instalment form. Such loans not only permit the borrower to retain 
his credit rating and self respect, but also provide the merchants 
of the community with cash funds for accounts hitherto considered 
doubtful. Payment of these past-due accounts benefits all concerned, 
re-establishes good-will, and provides an impetus to the economy of 
the community. 

Legal Control of Consumer Cash Instalment Credit 
Essential and Socially Beneficial 

The history of cash instalment lending indicates that this method 
of providing for the satisfaction of consumer wants is socially desir¬ 
able. By the turn of the twentieth century many reformers believed 
that existing laws controlling small loans were not adequate. Abuses 
in contract requirements, contract enforcement, and interest charges 
continued despite legislative effort to curb them. The early philan¬ 
thropic loan agencies that were established proved useful but hope¬ 
lessly inadequate for the great and growing consumer demand. 
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Early studies financed by the Russell Sage Foundation were used 
as a basis for reconsidering the concept of regulation. As informa¬ 
tion accumulated concerning the consumer instalment lending field, 
the need for special regulation was recognized. The rate of charge 
had to be increased above the usury maximums established for 
commercial loans m order to attract the supply of capital. In return 
for permission to charge a rate higher than that permitted by the 
existing usury laws, consumer finance companies were required to 
submit to licensing and examination of their loan transactions. 
Abuses in security assignments and collection procedures were pro¬ 
hibited. Penalties were established to encourage adherence to the 
law. 

Analysis of recent studies made in states which do not have ad¬ 
equate consumer finance laws causes one to be much more appre¬ 
ciative of the contribution which legitimate lenders make to our 
society. Discussion of what might happen without licensed lending 
is not just theoretical. It is based on what is taking place in those 
areas of the country where state legislatures have not made adequate 
provision for consumer lending on a lawful basis. 

In spite of the economic necessity of consumer loans, even today, 
12 states have no effective consumer loan legislation. In the other 
36 states there is always the possibility that the state legislatures may 
hastily repeal their small loan laws as has happened in recent years 
in several states. In most states where this has happened it has only 
taken a few months for the legislators to realize their mistake in¬ 
asmuch as the legitimate lenders were driven from the state and 
“loan sharks” came back in force. It would seem that the reinstate¬ 
ment of the Uniform Small Loan Law would rectify the mistake of 
the legislators, but it takes several years again to rid the state of the 
illegal lenders. Enactment of the Uniform Small Loan Law con¬ 
tributes immeasurably toward their elimination since loan funds are 
made available through state supervised lenders; however, illegal 
lenders can never be eliminated completely. 

Competitive Status of the Principal Consumer 
Instalment Lending Institutions 

All of the principal consumer instalment lending institutions have 
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increased their dollar volume of loans since the late 1920’s. Then- 
relative positions, based on dollar volume of loans, however, have 
changed significantly during their period of growth. The most 
important change has occurred in the commercial banking field. 
Commercial banks were comparatively insignificant in this field of 
operation in 1929; today they are the most important consumer 
instalment lending institution. Consumer finance companies, for¬ 
merly the principal source of consumer instalment loans, are today 
the second in importance. Credit unions came from an obscure 
position to occupy third place. 

In the field of personal instalment loans, in which consumer 
finance companies largely specialize, as distinguished from the more 
comprehensive and broader field of consumer instalment loans, com¬ 
mercial banks have greatly increased their volume of loans, but the 
relative position occupied by commercial banks and consumer 
finance companies has not changed substantially since 1929. Con¬ 
sumer finance companies today, as formerly, occupy first position. 
These two principal instalment lenders together account for approxi¬ 
mately two-thirds of the total volume of personal instalment loans. 
Credit unions advanced to third position in the personal instalment 
loan market as they did in the total consumer instalment field. 

In comparing the competitive status of principal lenders, the data 
that are invariably used are those for consumer instalment loans. 
This, however, does not make for a meaningful comparison, since 
personal instalment loans actually represent the important area of 
competition between the three principal lender types. More than 
75 per cent of consumer finance company loans and approximately 
60 per cent of credit union loans consist of personal instalment loans. 
On the other hand, less than 45 per cent of the volume of consumer 
instalment loans of commercial banks consists of personal instal¬ 
ment loans. For purposes of comparison, therefore, personal instal¬ 
ment loan statistics are more significant than consumer loan statistics. 

Since the average size loan made by consumer finance companies 
is typically much smaller than that of commercial bank or credit 
union loans, consumer finance companies make a great many more 
individual loans than do the other lenders. In number of establish¬ 
ments which each of the principal lenders has in operation, credit 
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unions occupy first place. Second in this respect are consumer 
finance companies, followed by commercial banks. 

Each of the principal types of lending institutions is important 
and all make a definite contribution to society. Each type competes 
with the other types for a certain segment of the consumer loan 
market, but the area of competition is not nearly as important as the 
fact that all of the principal types are essential. Commercial banks 
can not and have not adequately served all consumers as has been 
vividly shown in those states which have repealed their small loan 
laws. To illustrate, when the Missouri consumer credit laws were 
invalidated by the new Constitution of 1945, the volume of consumer 
instalment loans in the Missouri banks should have increased very 
rapidly since legitimate consumer finance companies were driven 
from the state. Actually, the increase in the dollar volume of con¬ 
sumer instalment loans in Missouri banks was at a less rapid rate 
than in banks throughout the country. 

Credit unions also make a definite contribution. Being a form 
of consumer cooperative, credit unions are subject to distinct dis¬ 
advantages and benefit from several economic advantages in com¬ 
parison with private consumer instalment lending institutions. The 
principal disadvantages to which credit unions are subject include: 
an absence of a protective feature for those who save at credit unions, 
simil ar to deposit insurance for savings provided for the great major¬ 
ity of commercial banks by the Federal Deposit Insurance Corpor¬ 
ation; a shortage of experienced and competent management because 
the monetary incentive needed to obtain such leadership lies without 
the financial capacity of most credit unions; and their service is 
limited by law to members of the particular credit union. Concerning 
this last limitation, some few credit unions do lend to those who are 
in no possible way affiliated with the group by requiring the potential 
borrower to deposit five dollars and thereby becoming a new member 
of the credit union; as this is in the nature of a subterfuge, it should 
be frowned upon. 

Present day credit unions enjoy several competitive advantages 
over other lending institutions, offsetting to no small extent the 
above mentioned disabilities, which may explain their rapid growth 
in recent years. In many credit unions, particularly in the early 
years of operation, the organizers, management, and members of 
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clerical staff either donate their services or are willing to work for 
a smaller compensation than that which they would receive else¬ 
where in comparable employment. Another advantage that credit 
unions have is that businessmen frequently make contributions to 
credit unions in the form of free office space and also collect accounts 
for the credit union through payroll deductions. A third advantage 
credit unions enjoy is that their average size of loan is almost twice as 
large as in the case of consumer finance companies which must 
comply with the maximum loan limitation of $300 imposed by the 
laws of many states. A fourth advantage of all cooperatives, of which 
credit unions are only one example, is that they have been free 
from the payment of Federal income taxes. This last advantage 
has become increasingly significant under the tax laws of recent 
years. 

Consumer finance companies serve the largest segment of the 
population, have greatly increased their volume of loans in recent 
years, and their growth is continuing. Nevertheless, they are not 
capable of satisfying the needs of all consumers, partly because of 
absence of effective enabling legislation in some states and unsound 
legal limitations imposed in others. Each type of lending institution 
thus makes its contribution. Together the principal lenders have 
gained respect for the industry and competition among the major 
types of lenders has brought about greater efficiency within the 
industry. 

Loan Characteristics 

The two most important loan characteristics are the size of loans 
extended and the security required by lenders. Commercial banks 
apparently are primarily interested in the larger personal instalment 
loans whereas consumer finance companies make the majority of 
their loans in amounts of less than $300. Loans of more than $500 
account for more than 30 per cent of the personal instalment loan 
activity of commercial banks but comprise less than 4 per cent of the 
loans made by consumer finance companies. The average size of 
personal instalment loans of commercial banks analyzed in this study 
was $534.17, compared to an average size of $475.51 for credit unions, 
and only $244.42 for consumer finance companies. 

Many factors are no doubt controlling the size of loans made by 
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the different lenders, but the most important factors for consumer 
finance companies is the maximum loan limitation of S3 00 imposed 
by the laws of many states. Basic economic changes that have oc¬ 
curred since the late 1930’s prior to which most of the small loan laws 
were enacted, emphasize the need of increasing the loan maximums 
for consumer finance companies. Loan limits should not be regarded 
as rigidly fixed, but should be considered in relation to the economic 
conditions of the period in question. 

Though relatively unimportant in the final determination of the 
loan, it is of interest to know what major types of security are 
required by the principal lenders. Chattel mortgages on household 
goods were the predominant type of security accepted by consumer 
finance companies, chattel mortgages on automobiles and wage 
assignments were preferred by credit unions, whereas unsecured 
notes were accepted for 65 per cent of the personal instalment loans 
extended by commercial banks. Consumer finance companies made 
more than 25 per cent of their loans on an unsecured basis, while 
less than 3 per cent of credit union loans were unsecured. For the 
loans that were secured, foreclosures and suits were very uncommon 
for all of the principal lenders. 

Characteristics of the Borrowers of 
Consumer Instalment Loan Funds 

The occupations, incomes and ages of the borrowers from the 
principal consumer instalment lending institutions are spread over a 
large and varied field. However, from the data presented regarding 
the major characteristics of borrowers, it is evident that commercial 
bankers prefer to make loans to well established persons. This is 
evidenced by the major occupations represented by their borrowers, 
as well as their monthly incomes and ages. Commercial banks make 
the majority of their loans to craftsmen, foremen and kindred work¬ 
ers, and to managers, officials, and proprietors. Such borrowers have 
relatively higher monthly incomes and, as a group, are older than 
those in the other occupations represented. 

Consumer finance companies serve more widely all occupations 
of the civilian working population than do the other principal lend¬ 
ers. Consequently, the monthly incomes and the ages of their 
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borrowers are more representative of our entire population. A major 
proportion of the loans made by consumer finance companies, con¬ 
sequently, goes to the lower income borrowers. 

Credit unions make more than 60 per cent of their loans to the 
occupational groups designated as operatives and clerical workers. 
Since many young people are employed in these occupations, the 
average age of credit union borrowers is lower than that of borrow¬ 
ers from the other principal lenders. The average monthly income 
of the borrowers from credit unions is approximately the same as 
that of borrowers from consumer finance companies but much lower 
than the income of commercial bank borrowers. 

As the income of the borrower increases, his standard of living 
rises and a larger loan is often needed. For this reason, among others, 
there is a definite tendency for the size of the loan to increase with 
the monthly income of the borrower, though not in the same ratio. 

Conclusions 

The major conclusions reached from this two-year study are as 
follows: 

1. Consumer instalment lending is a necessary economic activity. 
In our present-day economy, the need is even greater than former¬ 
ly. The average American family spends nearly all that it earns 
and saves little in the form of liquid assets. More than one-fourth 
of our spending units have no liquid assets to fall back on in times 
of stress. This does not mean that the average American family 
does not save. On the contrary, largely through the use of credit, 
it adds to its wealth steadily by accumulating many durable 
goods such as automobiles, household furniture and appliances, 
and even homes. What it does mean is that it has few liquid 
assets with which to acquire these durable goods or with which 
to meet urgent obligations and other needs. These positive needs 
for consumer loans will be met by someone and should be ful¬ 
filled, among others, by licensed lenders operating under state 
or federal supervision. 

2. Consumer instalment lenders provide assistance to the family in 
meeting unexpected demands for cash arising from illness, acci- 
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dent, death, temporary loss of work, or other emergencies. The 
lenders also help to keep the borrower solvent or credit-worthy by 
consolidating overdue obligations. There are many other equally 
useful purposes for which loans are granted. Consumer instalment 
lenders assist the borrower in preserving family pride and enable 
him to meet obligations without losing his independence or credit. 

3. Consumer instalment loans properly extended are safe invest¬ 
ments. Although co-makers or chattel mortgages are often re¬ 
quired, and the ability to repay the loan is determined by the 
borrower’s income, the real security for consumer instalment loans 
is character. 

4. Consumer instalment lenders are reputable business organizations 
rendering service to the family in need of credit and earning a 
legitimate business profit for this service. 

5. Unif or mi ty among commercial banks and credit unions is surpris¬ 
ingly lacking. This is explained by the recent entry of many of 
these organizations into the consumer instalment lending field. 
Their newness to this field also accounts for the lack of skill 
among the executive personnel. Because of lack of uniformity 
in their operation, it is extremely difficult to draw meaningful 
conclusions in these two areas. 

On the other hand, consumer finance companies are very similar 
in their operations. The larger institutions have been in this field 
for many years and their procedures are governed by more rigid 
laws than those of commercial banks and credit unions. 

6. Consumer finance companies were formerly considered the “poor 
man’s banker”. Although they still serve the lower income 
groups, they also serve a much wider segment of the economic 
spectrum. The occupations and incomes of the borrowers from 
such companies are representative of nearly every sphere of human 
endeavor. 

7. It is necessary that the monthly rate of charge for consumer 
instalment loans be high enough to permit profitable operation 
coupled with adequate service to the borrower; however, it should 
not be so high that inefficient operators can survive or prosper. 
Elements of monopolistic competition are stronger in the short- 
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term consumption loan market than in other loan markets, be¬ 
cause of the relatively weak bargaining position of the borrower. 
If the maximum rate of charge is determined to be above the 
amount needed to conduct a reasonably profitable lending op¬ 
eration while rendering services as contemplated by the law, as it 
is believed to be in two states, it would seem wise for the state 
or national association of consumer finance companies to take the 
initiative in having state legislatures lower the legal m aximu m 
rate. Consumer finance companies would benefit by such action. 

8. Under consumer loan legislation, loan limits should not be re¬ 
garded as rigidly fixed over a long period of years but should be 
considered in relation to economic conditions and changed ac¬ 
cordingly. In many states there is a definite need for larger loans 
than the legal maximums presendy established. Based on the 
intended use of loan funds as reported for more than six and 
one-half million individual loan transactions made by consumer 
finance companies in states with a $300 loan maximum and in 
states with a larger loan ceiling, it is evident that a $300 loan will 
not satisfy the consumer need today. Brief examination of basic 
economic changes, such as the reduced purchasing power of the 
dollar coupled with a rapidly rising standard of living that have 
taken place since the $300 loan maximum was established, further 
emphasize the necessity of increasing loan maximums. 

9. In those states that do not have special small loan legislation, there 
is positive and urgent need for the immediate passage of such an 
enabling law. Without proper regulatory legislation borrowers 
are unable to protect themselves because of their lack of resources. 
When loan funds are made available through legitimate lenders 
at fair rates of charge there is no longer any need for the consumer 
to patronize “loan sharks.” 

This study, it is believed, provides an improved insight into the 
operation of the principal' consumer instalment lending institutions. 
For the particular institutions included in the study, an attempt was 
made to present an accurate picture of their borrowers and of the 
characteristics of the loans made to them. By way of a final sug¬ 
gestion, it should be pointed out that an important part of the 
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marketing research program for any company is the effort to learn 
more about its ultimate customers, present and prospective. A 
consumer instalment lender, by the very nature of his operations, 
must know and identify all his customers and maintain adequate 
records concerning them. Consumer lenders know the names of 
their customers, where they live, their occupations, their incomes, 
and have recourse to many other items of detailed information. 
Consequently, all of the consumer lenders have information about 
their customers which vendors of goods pay thousands of dollars 
annually to obtain by means of special and extensive market research 
surveys and studies. 

Marketing research information may be applied to the whole area 
of selling a particular lender’s services. Such a program should in¬ 
clude the development of information about: present and potential 
customers, loan policies and services desired, effectiveness of pro¬ 
motional methods, costs associated with various services and types 
of customers, and services and appeals used by competing institu¬ 
tions. Although all of the institutions included in this study have 
information in their loan records which would give them an accurate 
profile of their customers, relatively few are actually making any 
use whatsoever of these data. There is also an almost total disregard 
by most of the consumer instalment lenders of the information 
contained on the written loan applications of both rejected loan 
applicants and of loan accounts which had been charged off as 
losses. 

Although most of the information contained on the written loan 
application is useful, it is believed that some of the detailed informa¬ 
tion requested by lenders and shown thereon is of little or no value. 
Where this is the case, such loan applications should be revised. On 
the other hand, there are some items of information not now re¬ 
quested by many lenders which could be put to valuable use. Ex¬ 
amples of the latter are length of time at present employment and 
the length of time at present address. The answers to these two 
questions are perhaps as important as any in the final determination 
of whether the loan should be made for how much, on what terms, 
and under what conditions. 

It is hoped that this study has suggested some positive ways in 
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which the valuable marketing research information contained on 
loan applications and elsewhere in the records may be put to prac¬ 
tical use by lenders rather than being wasted as has so often been the 
case to date. 
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SUMMARY OF SMALL LOAN LAWS SHOWING STATUS OF 
REGULATIONS, MAXIMUM LOAN LIMIT, MAXIMUM AT SMALL 
LOAN RATES, AND MAXIMUM RATE OF CHARGE PER MONTH, 
BY STATES, AS OF JANUARY 1, 1954 


Status of 

Maximum 

Maximum at 

Maximum Rate 

Regulation 

Loan 

Small Loan 

per 

and State 

Rates 

Rates 

Month 1 

Effective Regulation 



3 54 % to $300 

Arizona 

$300 

$300 

California 

No limit 

$300 

251 % to $100 (2% if security is in¬ 
sured); 2% to $500; 5/6% to $5,000; 
no maximum above $5,000 

Colorado 

$300 

$300 

354-254% at $150 

Connecticut 

$500 

$300 

3% to $100, 2% to $300, 54% to 
$500, 12% a year, 20 mos. from con¬ 
tract date 

Florida 

$300 

$300 

354% to $300 

Hawaii 

$300 

$300 

354-254% at $100 

Idaho 

$300 

$300 

3% to $300 

Illinois 

$500 

$500 

3% to $150, 2% to $300; 1% to $500 

Indiana 

$500 

$500 

3% to $150, 154% from $150 to $500 

Iowa 

$300 

$300 

3-2% at $150 

Kentucky 

$300 

$300 

3 54 -2 54% at $150 

Louisiana 

$300 

$300 

354-254% at $150 

Maine 

$2,500 

$300 

3-2 54 %-l 54 % at $150 and $300 

Effective Regulation 




Maryland 

$300 

$300 

3% to $300 

Massachusetts 

$300 

$300 

2% to $300 

Michigan 

$500 

$300 

3% to $50, 2 54 % to $300, 54 % to $500 

Minnesota 

$300 

$300 

3% to $300 

Missouri 

No limit 

$400 

$15 per $100 add-on for 12 mos in¬ 
stalment payments, or 2.218% mo. on 
unpaid balances to $400; 8% per year 
above $400 

Nebraska 

$1,000 

$300 

3% to $150, 254% to $300; 54% to 
$1,000 

Ne\ada 

$1,500 

$300 

3% to $300, 1% to $1,500, $5 
minimum 

New Hampshire 

$300 

$300 

2%; plus fees, in advance of $1 on 
loans up to $50, $2 on larger loans up 
to $300 

New Jersey 

$500 

$300 

254% to $300; 54% to $500 

New York 

$500 

$300 

254% to $100; 2% to $300; 54% to 
$500 

Ohio 

$1,000 

$300 

3% to $150; 2% to $300; 2/3% to 
$1,000 

Oregon 

$500 

$300 

3%-2% at $300 
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Status of 

Maximum 

Maximum at 

Maximum Rate 

Regulation 

Loan 

Small Loan 

per 

and State 

Rates 

Rates 

Month 1 

Effective Regulation 




Pennsylvania 

$600 

$300 

3%-2%-l% at $150 and $300 

Rhode Island 

$300 

$300 

3% to $300 

South Dakota 

$2,500 

$300 

3%- 3 A% at $300 

Utah 

$300 

$300 

3% to $300 

Vermont 

$300 

$300 

2 !4 %-2 'A % at $125 

Virginia 

$300 

$300 

2J4% to $300, 6% per yeai, 23 mos 
from contract date 

Washington 

$500 

$300 

3% to $300,1% to $500, $1 minimum 

West Virginia 

$300 

$300 

3!4%-2!4% at $150 

Wisconsin 

$300 

$200 

2 'A %-2%-l% at $100 and $200 

Wyoming 

$1,000 

$300 

3%%-2%-l% at $150 and $300 

Partially Effective Regulations 



New Mexico 

$500 

$300 

5% on loans of $50 or less, larger 
loans 3% to $150, 2% to $300; 1% 
to $500; $1 minimum 

Oklahoma 

$300 

$300 

10% a annum plus initial charge of 
5% (max. $15) and monthly charge 
of 2% unpaid balance (max $2) 

Largely or Wholly 
Inoperative Laws 



• 

Alabama 



8% a year 

Arkansas 



10% a year (usury law) 

Delaware 



6% a year discount, plus 2% service 
charge; plus fines for delinquency 

District of Columbia 



1 % a month to $200 

Georgia 



154% a month to $300 

Mississippi 



10% a year, fees 

North Carolina 



6% a year; fees 

Tennessee 



1/4% maximum (6% per year plus 
reimbursement for actual services) 

Texas 



10% a year (usury law) 


No Small Loan Laws 
Arkansas 
Kansas 
Montana 
North Dakota 
South Carolina 

1 Where more than one rate is given, the first rate is charged on a part of the balance 
up to a certain amount and the second rate on the remainder. Thus, in Connecticut, the 
maximum charge foi a month during which the balance is $140 is 3% of $100, plus 2% of 
$40, or a total of $3 80. 
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MAP OF THE UNITED STATES SHOWING STATE LAWS 
REGULATING THE OPERATION OF CONSUMER FINANCE 
COMPANIES, AND THE EFFECTIVENESS OF THE STATUTE 
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Effectiveness of State Laws Regulating the Operation of Consumer Finance Companies 

(As of June 1, 1954) 
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SUMMARY OF CREDIT UNION LAWS SHOWING THE 
UNSECURED LOAN LIMIT AND THE SECURED LOAN LIMIT, 
BY STATES 1952 


State 

Limit 

Unsecured Loan 

Secured Loan Limit or 
Maximum Loan 

Alabama 

Set by Directors 

Set by Directors 

Arizona 

Set by Dnectors 

Set by Directors 

Arkansas 

Set by Directors 

$1,000 

California 

$500 

$3,000 or 10% assets 

Colorado 

Set by Directors 

Set by Directors 

Connecticut 

Delaware 

$500 

No credit union law 

$2,000 or 10% assets 

District of Columbia 

$50 

Set b> Directors 

Florida 

Set by Directors 

Set by Directors 

Georgia 

Set in B) -Laws 

None 

Idaho 

Set by Directors 

Set by Directors 

Illinois 

$500 

$2500 

Indiana 

$100, assets to $25,000 
$200, assets to $50,000 
$300, assets oser $50,000 

$500, assets less than $5,000 

10% of assets with assets of $5,000 
but less than $10,000 

8% assets with assets from $10 to 
$25,000 

7% assets—assets from $25 to $50,000 
6% assets—assets from $50 to $100,000 
5% assets—assets $100 to $250,000 

4% assets—assets $250 to $500,000 
Maximum $20,000 if assets are o\er 
$500,000 

Iowa 

$50 

10% of assets 

Kansas 

$300 

10% of assets 

Kentucky 

$200 

Set by Directors 

Louisiana 

$300 

$500 or 10% of capital 

Maine 

$300 

Set by membership upon recommenda¬ 
tion of Directors 

Man land 

$300 

Set in By-Laws and bv Directors 

Massachusetts 

$100 

$4,000 

$8,000 if secured by real estate 

Michigan 

Set by Directors 

Set by Directors 

Minnesota 

Set by Directors 

Set by Directors 

Mississippi 

$50 

Set by Directors 

Missouri 

$300 

$1,000 or 10% of assets 

Montana 

Set by Directors 

Set by Directors 

Nebraska 

Nevada 

$500 

No credit union law 

20 times the members shares 

New Hampshire 

Set by membership or 
by-laws 

Set by membership or by-laws 

New Jersey 

$100 

$1,000 
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State 

Unsecured Loan 
Limit 

Secured Loan Limit or 
Maximum Loan 

New Mexico 

Set by Directors 

Set by Directors 

New York 

$50 plus shares 

3% of paid in shares or 750 with 


$100, assets $25,000 

$3,500 maximum. Assets over $5 mil. 


$200, assets $50,000 

limit of $5,000 or if secured by real 


$300, assets $100,000 
$400 assets $1 million 
$1,000, assets $2 million 

estate limit of $10,000 

North Carolina 

$50 

Set in By-Laws 

North Dakota 

$50 

$200 or 10% of capital and surplus 

Ohio 

$100 

Set by Directors 

Oklahoma 

Set by Directors 

Set by Directors 

Oregon 

$150 



$300, assets of $100,000 

$1,000 or 10% of capital 

Pennsylvania 

Set in By-Laws 

Set in By-Laws 

Rhode Island 

Set by Directors 

Set by Directors 

South Carolina 

$300 

Set by Directors 

South Dakota 

No credit union law 


Tennessee 

$50 

Set in By-Laws 

Texas 

Set by Directors 

$200 or 10% of capital and surplus 

Utah 

$500 plus shares 

$3,000—15% of the capital and surplus 
after $2,000 of assets 

Vermont 

$300 

Set by Directors 

Virginia 

$100 

Set in By-Laws 

Washington 

$300 

$5,000 

West Virginia 

$50 

Set by Directors 

Wisconsin 

$100 

$300 with approval of 
board and banking 
commissioner 

Set by Directors 

Wyoming 

Federal Credit 

No credit union law 


Union Law 

$400 

10%of assets 
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SOURCES OF DATA AND METHODS OF ANALYSIS 


Certain methods of analysis and sources of data have already 
been indicated. The principal source for all data presented in 
this investigation was the application for loans used by lenders to 
record essential information concerning the prospective borrower. 
Another important source consisted of the annual reports of the state 
banking departments which publish information concerning the 
operation of licensed personal finance companies. 

The particular lenders for use in this study were chosen primarily 
from suggestions offered by The American Bankers Association, The 
National Consumer Finance Association, The Ohio Association of 
Small Loan Companies, and The Ohio Central Credit Union, Inc. 
In cooperation yvith the Deputy Manager and the Secretary of the 
Committee on Consumer Credit of the American Bankers Associa¬ 
tion, 50 commercial banks were chosen which were known to be 
active in the consumer instalment loan field and which, it was 
believed, would be cooperative and interested in this type of investi¬ 
gation. After personal interview, in practically all cases with the 
loan officers in charge of instalment lending 22 banks were selected, 
primarily on the basis of willingness to cooperate and on feasibility 
of deriving essential information from existing loan records. 

All of the larger consumer finance companies in the nation were 
solicited for their cooperation, of which 18 were eventually selected. 
During 1951 these 18 chain organizations operated 2,262 offices lo¬ 
cated in 38 states. The choice here was also based primarily on will¬ 
ingness to cooperate and on availability of the desired information. 
The headquarters of all of the chain offices of these 18 consumer 
finance companies, with one exception, were visited and the purpose 
and plan of the study was explained to the officers. The information 
that was received from many of these consumer finance companies, 
as well as from many of the cooperating commercial banks, was 
made available at considerable expense to themselves. 

In the credit union field, after personal interview with the 
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managers of some 20 organizations, 7 were selected. These repre¬ 
sented die following fields of industry: heavy industrial machinery 
manufacturing, office machines manufacturing, retailing, insurance, 
meat packing, and communications. 

The infor ma tion received from 11 of the consumer finance com¬ 
panies and 4 of the commercial banks was derived from International 
Bu sin ess Electronic Statistical Machine cards, which information 
had been compiled at the home offices of such lending institutions 
at the time the loans were made. Information was derived from 
these International Business Machine cards for all consumer instal¬ 
ment loans which had been made by such lending institutions during 
either 1950 or 1951 and, in several cases, during both years. 

For the other cooperating firms, it was necessary to derive infor¬ 
mation by s am pling methods. Where it was feasible and time per¬ 
mitted, a sample was taken by using every fifth loan application. 
The first application was selected at random from the first five 
applications, followed by every fifth application thereafter. 

In larger chain organizations, an analysis of one-fifth of all loan 
applications was impractical and not necessary to achieve an adequate 
sample. In most multi-unit organizations, the loan applications were 
filed separately by each operating office. A random sample was 
taken from each operating unit approximately proportional to the 
size of the unit in the population. When loan applications were 
numbered in consecutive order, as was the general practice, reference 
was made to random numbers 1 to select the loan applications for 
analysis from each operating office. In testing for the reliability of 
the sample, that is, in making sure that sufficient cases were included 
in the sample to eliminate the possibility of distortion due to the 
size of the sample, the cumulative frequency method was used. 
After the information from 100 loan applications was tabulated, a 
count was made of the frequency with which the phenomenon 
being measured occurred and the percentage of occurrence was de¬ 
termined. This process was repeated after the information from each 
100 loan applications was tabulated and the cumulative percentage 
of occurrence was determined. When it became evident, by charting 

1 Fisher, Ronald A., and Yates, Frank, Statistical Tables (New York, Hafner Publishing 
Company, Inc, 1948 ), pp. 104 - 109 . 
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the cumulative frequencies, that the addition of more cases would 
not materially increase the accuracy of the sample, it was decided 
that the sample possessed the desired consistency and stability. 
The information from at least 300 loan applications was tabulated 
for every firm where this method was employed and in no case was 
it believed necessary to tabulate the information from more than 
500 loan applications. 

Limitations and Weaknesses 

On the basis of the 22 commercial banks in the personal instal¬ 
ment loan field included in this study, it is impossible to determine 
how representative the sample is of the activity of commercial banks 
throughout the nation. Each of these banks had a separate instal¬ 
ment loan department and maintained special files for its personal 
instalment loans. The statistical picture that is presented of the 
activity of commercial banks may therefore not be representative 
of the small commercial banks or of the larger commercial banks 
which do not have a separate instalment loan department for the 
handling of such loans. 

In the credit union field only 7 organizations were included, 
representing activity in six fields of industry. This sample is not 
representative of very small credit unions but is believed to present 
a typical picture of the activity of the larger ones. 




APPENDIX E 




ALPHABETICAL INDEX OF OCCUPATIONS CLASSIFIED 
BY ELEVEN MAJOR OCCUPATION GROUPS, BY THE 
BUREAU OF THE CENSUS 

Craftsmen, Foremen and Kindred Workers 
Bakers 
Blacksmiths 
Bookbinders 
Boilermakers 

Brickmasons, stonemasons, and tile setters 

Cabinetmakers 

Carpenters 

Cement and concrete finishers 
Compositors and typesetters 
Cranemen, derrickmen, and hoistmen 
Decorators and window dressers 
Electricians 

Electrotypers and stereotypers 

Engravers, except photoengravers 

Excavating, grading, and road machinery operators 

Foremen 

Forgemen and hammermen 

Furriers 

Glaziers 

Heat treaters, annealers, and temporers 
Inspectors, scalers, and graders, log and lumber 
Inspectors 

Jewelers, watchmakers, goldsmiths, and silversmiths 
Job setters, metal 

Linemen and servicemen, telegraph, telephone, and power 

Locomotive engineers 

Locomotive firemen 

Loom fixers 

Machinists 

Mechanics and repairmen, airplane 
Mechanics and repairmen, automobile 
Mechanics and repairmen, office machine 
Mechanics and repairmen, radio and television 
Mechanics and repairmen, railroad and car shop 
Mechanics and repairmen 
Millers, grain, flour, feed, etc. 

Millwrights 

Molders, metal 

Motion picture projectionists 

Opticians and lens grinders and polishers 

Painters, construction and maintenance 
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Paperhangers 

Pattern and model makers, except paper 
Photoengravers and lithographers 
Piano and organ tuners and repairmen 
Plasterers 

Plumbers and pipe fitters 
Pressmen and plate printers, printing 
Rollers and roll hands, metal 
Roofers and slaters 

Shoemakers and repairers, except factory 
Tailors and tailoresses 
Tool makers, and die makers and setters 
Members of the armed forces 

Operatives and Kindred Woi\ers 
Apprentice auto mechanics 
Apprentice bricklayers and masons 
Apprentice carpenters 
Apprentice electricians 
Apprentice machinists and toolmakers 
Apprentice mechanics, except auto 
Apprentice plumbers and pipe fitters 
Apprentices, building trades 
Apprentices, metalworking trades 
Apprentices, printing trades 
Apprentices, other specified trades 
Apprentices, trade not specified 
Asbestos and insulation workers 
Attendants, auto service and parking 
Blasters and powdermen 
Boatmen, canalmen, and lock keepers 
Brakemen, railroad 
Bus drivers 

Chammen, rodmen, and axmen, surveying 
Conductors, bus and street railway 
Deliverymen and routemen 
Dressmakers and seamstresses, except factory 
Dyers 

Filers, grinders, and polishers, metal 

Fruit, nut, and vegetable graders and packers, except factory 
Furnacemen, smeltermen, and pourers 
Heaters, metal 

Laundry and dry cleaning operatives 

Meat cutters, except slaughter and packing house 

Milliners 

Mine operatives and laborers 
Motormen, mine, factory, logging camp, etc. 

Motormen, street, subway, and elevated railway 
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Oilers and greasers, except auto 

Painters, except construction and maintenance 

Photographic process workers 

Power station operators 

Sailors and deck hands 

Sawyers 

Spinners, textile 

Stationary firemen 

Switchmen, railroad 

Taxicab drivers and chauffeurs 

Truck and tractor drivers 

Weavers, textile 

Welders and flame-cutters 

Laborers, Except Farm and Mine 
Fishermen and oystermen 
Garage laborers and car washers and greasers 
Gardeners, except farm, and groundskeepers 
Longshoremen and stevedores 
Lumbermen, raftsmen, and woodchoppers 
Teamsters 

Clerical and Kindred Workers 
Agents 

Attendants and assistants, library 

Attendants, physician’s and dentist’s office 

Garagemen, transportation 

Bank tellers 

Bookkeepers 

Cashiers 

Collectors, bill and account 
Dispatchers and starters, vehicle 
Express messengers and railway mail clerks 
Mail carriers 

Messengers and office boys 
Office machine operators 
Shipping and receiving clerks 
Stenographers, typists, and secretaries 
Telegraph messengers 
Telegraph operators 
Telephone operators 
Ticket, station, and express agents 

Sales Workers 

Advertising agents and salesmen 

Auctioneers 

Demonstrators 

Hucksters and peddlers 
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Insurance agents and brokers 
Newsboys . 

Real estate agents and brokers 
Stock and bond salesmen 
Salesmen and sales clerks 

Professional, Technical , and Kindred Workers 
Accountants and auditors 
Actors and actresses 
Airplane pilots and navigators 
Architects 

Artists and art teachers 

Athletes 

Authors 

Chemists 

Chiropractors 

Clergymen 

Dancers and dancing teachers 

Dentists 

Designers 

Dietitians and nutritionists 

Draftsmen 

Editors and reporters 

Engineers, aeronautical 

Engineers, chemical 

Engineers, civil 

Engineers, industrial 

Engineers, mechanical 

Engineers, metallurgical, and metallurgists 

Engineers, mining 

Engineers 

Entertainers 

Farm and home management advisors 
Foresters and conservationists 
Funeral directors and embalmers 
Lawyers and judges 
Librarians 

Musicians and music teachers 

Natural scientists 

Nurses, student and professional 

Optometrists 

Osteopaths 

Personnel and labor relations workers 
Pharmacists and surgeons 
Radio operators 
Recreation and group workers 
Religious workers 

Social and welfare workers, except group 
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Sports instructors and officials 

Surveyors 

Teachers 

Technicians, medical and dental 
Therapists and healers 
Veterinarians 

Managers, Officials, and Proprietors, Except Farm 
Buyers and department heads, store 
Buyers and shippers, farm products 
Conductors, railroad 
Creditmen 

Floormen and floor managers, store 
Inspectors, public administration 
Managers and superintendents, building 
Officers, pilots, pursers, and engineers, ship 
Officials and administrators, public administration 
Officials, lodge, society, union, etc. 

Postmasters 

Purchasing agents and buyers 

Farmers, Farm Managers, and Farm Laborers 
Farmers (owners and tenants) 

Farm managers 
Farm foremen 

Farm laborers, wage workers 
Farm laborers, unpaid family workers 
Farm service laborers, self-employed 

Service Workers, Protective, Domestic, and Others 
Attendants, hospital and other institution 
Attendants, professional and personal service 
Attendants, recreation and amusement * 

Barbers, beauticians, and manicurists 

Bartenders 

Bootblacks 

Boarding and lodging housekeepers 

Charwomen and cleaners 

Cooks, except private household 

Counter and fountain workers 

Elevator operators 

Firemen, fire protection 

Guards, watchmen, and doorkeepers 

Housekeepers and stewards, except private household 

Janitors and sextons 

Marshals and constables 

Midwives 

Policemen and detectives 
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Porters 

Practical nurses 

Sheriffs and bailiffs 

Ushers, recreation and amusement 

Waiters and waitresses 

Watchmen (crossing) and bridge tenders 

Service workers, except private household 

Unemployed, Pensions or Independent Incomes 
Occupation Not Reported 



APPENDIX F 
TABLES 



TABLE 1—Number o£ Loans and Total Amount of Loans Made by Consumer Finance Companies in 
Twenty-Five States, by Size of Loan, by States, a 1950 
(Total Amount of Loans in Thousands of Dollars) 

Size of Loan (Dollars) 
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TABLE 2—Number and Amount of Loans Made by Consumer Finance Companies i 
Twenty-Four States, by Type of Security, by States, 1950 

(Total Amount of Loans in Thousands of Dollars) 

I Type of Security Accepted 
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TABLE 2—(Cont’d) 

32237 25)929 6^949 21,357 A504 1J12 484 5^612 96,784 

Nebraska Amount $ 10,164 f 9,117 f 2,713 $ 3,828 f 444 f 224 $260 $ 365 $ 27,115 

Number 17,451 2,735 89 7,055 759 8 69 28,166 

New Hampshire 4 Amount $ 3,639 $ 492 $ 18 $ 1,089 $ 126 $ 2 $ 8 $ 5,374 
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a Based on annual reports of all state banking departments that publish annual reports concerning the operation of licensed peisonal fi¬ 
nance companies. The period covered is the calendar year 1950 unless otherwise indicated. b For year ending September 30, 1948, the 
last year this information has been reported. Chattel mortgages or wage assignments cannot be taken in Connecticut, and therefore loans 
in this state are made principally on husband-and-wife notes. c For jear ending September 30, 1950 d For year ending June 30, 
1951. e For year ending June 30, 1950. 
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TABLE 3—Number of Consumer Loan Applicants Rejected by Three Types 
of Consumer Instalment Lending Institutions, and Per Cent of All 
Loans Made and Per Cent of Loan Applicants Rejected, by 
Sex and Marital Status of Borrower, 1951 



Consumer Finance Cos. 

Commercial Banks 

Credit Unions 

Sex and 
Marital 
Status 

Per 

Cent 

All 

Loans* 

No of 
Loan 
Applic 
Re¬ 
jected 6 

Per 
Cent 
of Loan 
Apphc 
Re¬ 
jected 

Per 

Cent 

All 

Loans* 

No of 
Loan 
Apphc 
Re¬ 
jected* 

Per 
Cent 
of Loan 
Applic. 

Re¬ 

jected 

Per 

Cent 

All 

Loans* 

No of 
Loan 
Apphc 
Rc- 

jected d 

Per 

Cent 
of Loan 
Apphc 

Re¬ 

jected 

Single 

Men 

13.96 

438 

19 32 

9.96 

177 

14.10 

14 74 

51 

18.09 

Single 

Women 

3.46 

98 

4.32 

15.45 

108 

8 61 

13 32 

12 

4.25 

Married 

Men 

77.91 

1,693 

74 68 

68 08 

912 

72 67 

62.62 

211 

74.82 

Married 

Women 

4.67 

38 

1 68 

6 51 

58 

4.62 

9.32 

8 

2 84 

Totals 

100 00 

2,267 

100 00 

100 00 

1,255 

100.00 

100 00 

282 

100.00 


a Table 23. 

b From 6 consumer finance companies 
c From 4 commercial banks. 
d From 3 credit unions. 
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